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PART I - NOTIFICATION
ITEM 1. Significant Parties
Silverstar Studios. LLC 1s a California LLC formed on March 21, 2001. The individual
Orange County resident Sunny Kohli. the person who filed the LLC’s Articles of Organization, is
the sole owner of the LLC’s Manager (Silverstar Productions, Inc.). The individual Orange
County resident Linda Martinez is serving as the LLC’s Original Member, pursuant to the terms .
of the LLC"s Operating Agreement (Exhibit “A™ to the Offering Circular) until the Offering is
funded to at least its minimum level. at which time she will withdraw.
Mr. Kohli is the promoter of the issuer.
The residential address for Sunny Kohli is:
Sunny Kohli
790 Nyes Place
Laguna Beach, CA 92651
The residential address for Linda Martinez is:
Linda Martinez
571 Traverse Drive
Costa Mesa, CA 92626
Counsel to the issuer is:
John W. Cones, Attorney
4265 Marina City Drive, #605W
Marina del Rey. California 90292
ITEM 2. Application of Rule 262

None of the persons identified above are subject to any of the disqualification provisions
of Rule 262.

ITEM 3. Affiliate Sales
" The offering does not involve the resale of securities by affiliates of the issuer.
ITEM 4. Jurisdictions in Which Securities Are to be Offered

a. The securities are to be offered by underwriters. dealers and salespersons in in
California. Connecticut. New York. Texas and Florida.




b. The securities will only be sold through registered SEC/NASD broker/dealers firms.
The 1ssuer may subsequently seek to qualify these securities with other states.
ITEM 5. Unregistered Securities Issued or Sold Within One Year
The LLC has not issued or sold any unregistered securities within one year or at all.
ITEM 6. Other Present or Proposed Offerings

Neither the issuer nor any of its affiliates is presently involved in a current offering.
except that the individual owner (Sunny Kohli) of the LLC Manager for the current offering is
the sole owner of Silverstar Productions, Inc.. the corporate manager of an ongoing private
placement offering: Third Eagle Productions. LLC. The LLC is not proposing a different offering
other than the offering evidenced by this Regulation “A” offering statement.

ITEM 7. Marketing Arrangements

All sales contemplated are to be conducted directly through the Offering’s underwriter,
Rockbridge Securities and through other selected licensed SEC/NASD broker/dealer firms.

No arrangements have been made to limit or restrict the sale of other securities of the
same class as those to be offered for the period of distribution. No arrangement has been made to
stabilize the market for any of the securities to be offered. No arrangements have been made for
withholding commissions. or otherwise to hold each underwriter or dealer responsible for the
distribution of its participation. No underwriter intends to confirm sales to any accounts over
which it exercises discretionary authority

ITEM 8. Relationship with Issuer of Experts Named in Offering Statement

No expert named in the offering statement has been employed for such purpose on a
contingent basis or had a material interest in the issuer or any of its parents or subsidiaries or was
connected with the issuer of any of its subsidiaries as a promoter, underwriter, voting trustee,
director. officer or employee. except that securities counsel John W. Cones has agreed to defer a
portion of his fee to be paid out of the offering proceeds in the event that the offering reaches its
stated Minimum. ,

ITEM 9. Use of a Solicitation of Interest Document

The issuer has not and does not intend to use a solicitation of interest document.
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Part I Regulation A
Offering Circular Model B

SILVERSTAR STUDIOS, LLC

A California Limited Liability Company
(organized on March 21, 2001)

$1.500.000 Minimum to $5,000,000 Maximum
of
Limited Liability Company Interests (Units)

Offered in a Minimum of 600 to a Maximum of 2000 Units at $2,500 Per Unit
An Offering Sold By Selected Broker/Dealers on a “Best Efforts™ Basis
Offering Proceeds to be Promptly Returned to Investors Following
Offering’s Termination if the Minimum is Not Sold

Offering Terminates On May 14, 2003

Silverstar Studios. LLC is a California Limited Liability Company,
formed for the purpose of financing, producing, owning,
distributing and otherwise exploiting a feature film

Minimum Purchase-Ten (10) Units ($25.000)
Except that under limited circumstances the Manager
has the discretion to sell less than the Minimum Purchase.

, - i Offering Price | Commissions ' | Proceeds to LLC
Unit Price | $ 2.500 I $ 250 | $ 2,250

Minimum | - $1.500.000 | $150.000 | $1.350,000

Maximum | $5.000,000 | $500.000 | ~ $4.500,000

The issuer Silverstar Studios. LLC will pay all organization and offering expenses. estimated at a minimum of $225.000 and a maximum
f $750.000 out of the Offering Proceeds.

THE UNITED STATES SECURITIES AND EXCHANGE COMMISSION DOES NOT PASS UPON THE MERITS
OF OR GIVE ITS APPROVAL TO ANY SECURITIES OFFERED OR THE TERMS OF THE OFFERING.
NOR DOES IT PASS UPON THE ACCURACY OR COMPLETENESS OF ANY OFFERING CIRCULAR OR
. SELLING LITERATURE. THESE SECURITIES ARE OFFERED PURSUANT TO AN EXEMPTION FROM

REGISTRATION WITH THE COMMISSION: HOWEVER, THE COMMISSION HAS NOT
MADE AN INDEPENDENT DETERMINATION THAT THE SECURITIES OFFERED HEREUNDER
ARE EXEMPT FROM REGISTRATION. THIS OFFERING CIRCULAR DOES NOT CONSTITUTE
AN OFFER OR SOLICITATION IN ANY JURISDICTION IN WHICH SUCH AN OFFER OR
SOLICITATION IS NOT AUTHORIZED. PURCHASE OF THESE SECURITIES
INVOLVES A HIGH DEGREE OF RISK.

Silverstar Productions, Inc. — Manager
8001 Irvine Center Drive, Suite 1040
Irvine, California 92618
949/585-0044
ROCKBRIDGE SECURITES, INC.
Date of Offering Circular: May 15, 2002

Approximate date of commencement of proposed sale to the public: As soon as practicable
after the effective of this Offering Circular.




NOTICE

For the convenience of Prospective Purchasers,
certain terms used in this Offering Circular
are defined in the Definitions section located
in the forepart of the Operating Agreement (Exhibit "A").
Such defined terms will appear in the Offering Circular
with initial capital letters (see "OPERATING AGREEMENT").
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Manager
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Management

Description of
Film Project

Silverstar Studios, LLC

SUMMARY OF OFFERING

" The Silverstar Studios, LLC intends to finance the production of one feature film

(“Film™ or *Picture”) with an estimated production budget (plus Offering
expenses) not to exceed $5,000,000 (Maximum Offering Proceeds). The Offering
is a socalled mini-maxi Offering with a $1,500,000 Minimum and a $5,000,000
Maximum. The Minimum plus creative Deferments will allow the LLC to produce
the Film on digital video. In the event that only the Minimum Offering Proceeds
are raised. the project will be shot on digital video as opposed to film, and
subsequently transferred to film (during post-production) for projection in theatres
(see “Production Strategy™). Deferments of some or all of the budgeted salaries of
creative personnel and others providing goods or services used in the production of
the Picture may be used in conjunction with the Minimum Offering proceeds.
Such Deferments are not paid out of Offering Proceeds but out of the Film's
revenue stream. if any (see definition of “Deferments™ in the LLC Operating
Agreement. Exhibit “A” and additional discussion at “Estimated Use of
Proceeds™). In either case. the LLC will contract with an existing third-party film
production company (Filmstar Production, Inc.) for actual production of the Film
(see “People of Silverstar Studios, LLC), and seek distribution of the Film through
established distribution companies (see "DESCRIPTION OF BUSINESS"). There
is no assurance that such objectives will be attained (see "RISK FACTORS").

The Manager for the LLC is Silverstar Productions, Inc., an Orange County,
California-based feature film development/production company wholly-owned by
the individual Sunny Kohli (see "DESCRIPTION OF BUSINESS-Manager and
People of Silverstar Studios. LLC"). The Manager was declared by the Original
LLC Member who serves in that position until Minimum funding of the Offering
and who does not own any interest in the LLC. Planning and operations for the
film production are currently based at 8001 Irvine Center Drive, Suite 1040, Irvine,
California 92618: phone 949/585-0044 (see biographical information on the
individual owner of the Manager in the "DESCRIPTION OF BUSINESS-People
of Silverstar Studios, LLC").

The Manager will be responsible for the management of the LLC (see
“OPERATING AGREEMENT"). The Manager will be supported in its LLC
management activities by appropriate staff and consultants (see "DESCRIPTION
OF BUSINESS—People of Silverstar Studios, LLC").

If the Offering is funded (as described above) the LLC intends to acquire the rights
to produce a feature film based on an existing Script, then produce and arrange for
the distribution of the Film based on a specified and existing film property, (i.e.,
the Screenplay entitled: High Risk). The Screenplay’s is an action/thriller about a
police officer assigned to determine who is involved in a series of high rise
corporate burglaries by base jumping parachutists. The Picture is expected to




Compensation
To Manager

Prior
Performance

Allocation of
Distributions,
Profits, Losses
and Credits

Offering
Terms

receive an MPAA rating not more restrictive than “R™ (see "DESCRIPTION OF
BUSINESS—Film Synopsis” and "OFFERING INFORMATION--Estimated Use
of Proceeds").

The Manager will waive receipt of any compensation relating to the activities of
the LLC in the nature of LLC organization fees. The Manager will, however, be
paid an LLC Management fee equal to 1.5% of the Offering Proceeds and has
reserved the right. to be reimbursed out of the Offering Proceeds for expenses
incurred in connection with organizing and managing the LLC (but not to exceed a
ceiling equal to 3% of the Offering Proceeds). with the additional proviso that the
balance. if any. of the 3% set aside to cover such expense reimbursement shall be
paid to the Manager as an additional initial management fee. Certain other valuable
consideration will be paid to the Manager's owner for his services provided in
connection with the production of the Picture (see "OFFERING INFORMATION-
Manager and Affiliate Compensation™).

The Manager has limited prior operating history with respect to the management of
a limited liability company. However, the Manager and its associates do have
experience in the entertainment business (see "DESCRIPTION OF
BUSINESS—-People of Silverstar Studios, LLC/LLC Management").

Percentage participation payments will be made to Member/Investors out of the
Picture's revenue stream (including distributor advances. if any). One hundred
percent (100%) of the LLC's Distributable Cash will be paid to the LLC's
Member/Investors until the such Members of the LLC achieve Recoupment (i.e.,
defined as 100% of their Original Invested Capital). Subsequent to Investor
Recoupment. and for the balance of the life of the LLC, the Manager and the

- Investor group (Members) will share Distributable Cash, if any, on a 50/50 basis.

Tax deductible losses (expenses) will be allocated one hundred percent (100%) in
favor of the Members throughout the existence of the Members' participation
interests in the LLC's Distributable Cash (see "OPERATING AGREEMENT" and
"OFFERING INFORMATION--Estimated Use of Proceeds”, "Manager and
Affiliate Compensation” and "Allocations and Percentage Participations”).

Limited Liability Company Units are being offered hereby in Units of $2,500 each,
payable in cash upon Subscription. The minimum purchase per Subscriber is ten
(10) Units ($25,000). except that in limited circumstances the Manager has the
discretion to accept purchases of less than the minimum. The Minimum Offering
Proceeds (“Minimum™) is $1,500.000 and the Maximum Offering Proceeds
(*“Maximum?™) for the offering is $5,000,000. The Offering will terminate on May
14, 2003. In the event that the Minimum is not reached, the Offering Proceeds will
be promptly returned to Investors with interest (minus costs of escrow) following
the Offering’s termination. The securities (LLC Units) are being offered through
the Orange County, California broker/dealer firm (underwriter) Rockbridge
Securities. Inc.. and other selected SEC/NASD securities broker/dealer firms.




Investor

Suitability

State, Date of

Organization
Termination

Risk Factors

Tax Ruling

Investors will be subject to minimum income and net worth standards. More
specifically. California residents desiring to purchase LLC Units will be required
to meet special California investor suitability standards. Such investors’ must have
a gross annual income of $65.000 and a liquid net worth of $250,000. or $500,000
of liquid net worth (net worth exclusive of home, home furnishings and
automobiles in both instances). or a $1,000.000 net worth, or $200,000 annual
income. Residents of the state of Washington are required to have a minimum
annual gross income of $45,000 and a minimum net worth of $45,000; or a
minimum net worth of $150,000. Net worth shall be determined exclusive of
home, home fumishings. and automobiles.

The LLC is a California limited liability company formed on March 21, 2001. The
Operating Agreement provides that the existence of the LLC shall continue for a
term of ten (10) years from the date of its formation, unless sooner terminated
pursuant to the terms of the Operating Agreement. Upon termination of the LLC,
the proceeds from the sale of all LLC assets will be distributed in accordance with
the terms of the Operating Agreement (see "OPERATING AGREEMENT").

Investment in the LLC involves various risks including certain Federal income

tax risks associated with the lack of liquidity of the investment, risks associated
with the motion picture industry and various potential conflicts of interest (see
"RISK FACTORS".

The Manager does not intend to apply for a ruling from the IRS regarding the
LLC's tax status as a limited hability company. PROSPECTIVE INVESTORS
ARE URGED TO OBTAIN TAX ADVICE SPECIFIC TO THEIR OWN
INDIVIDUAL CIRCUMSTANCES FROM A TAX ADVISOR OF THEIR
CHOOSING.
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RISK FACTORS

Investment in the LLC involves various risks relating both to the nature of the financing vehicle (a
limited liability company) and the movie industry itself and such investment is therefore suitable only for
persons or entities with the financial capability of making and holding long-term investments. Prospective
Purchasers should consider the following factors, among others, before making a decision to purchase
interests:

LLC Risks

1. Development Stage Company-The LLC is a newly organized company with minimal assets and no
history of operations. The LLC has been formed specifically for the purpose of financing, producing and
distributing the Screenplay. High Risk. Although there are significant risks in the production and distribution of
such a Film. the LLC is subject to the general risks inherent in the establishment of a new business venture,
including the absence of an operating history.

2. Lack of Management Experience-The owner of the LLC Manager (Sunny Kohli) has limited relevant
experience in relation to managing the affairs of an LLC. The LLC’s success will depend in large part upon
the services provided by other individuals not employed by the LLC, including the director, producer,
cinematographer and other more expenienced personnel and entities involved in the production of the Film.

3. Reliance on Management—No assurances can be provided that the LLC’s management will perform
adequately or that LLC operations will be successful. In particular, the LLC will depend on the services of the
individual Sunny Kohli. along with others associated with the Manager (see "DESCRIPTION OF
BUSINESS—People of Silverstar Studios. LLC/LLC Management"). Unit Holders will have no right or power
to take part in the management of the LLC. All decisions with respect to the management of the LLC will be
made exclusively by the Manager. Accordingly. no person should purchase any of the Units offered hereby
unless such Prospective Purchaser is willing to entrust all aspects of the management of the LLC to the
Manager and has evaiuated the Manager’s capabilities to perform such functions.

4. Manager Conflicts of Interest—The Manager and its owner are not required to render exclusive services
in connection with the Picture or the LLC. Consequently, the Manager and its owner may render services in
connection with other business projects. including entertainment projects, during any or all phases of
production or distribution of the Picture.

5. No Key Man Life Insurance-As noted above, the LLC will be relying on the management skills of the
individual owner of the Manager and others associated with him. However, the LLC has not and does not
anticipate purchasing so-called “key man™ insurance coverage to compensate the LLC in the event that an
unexpected loss of the services of such persons occurs. Consequently. the impact of such a loss on the LLC
and its efforts to produce and distribute the Film may be significant.




6. Limited Transferability—It is not anticipated that a public trading market will develop for the Units
offered hereby. Neither the LLC nor the Manager are obligated to redeem or repurchase any fo the LLC Units.
Unit Holders may not. therefore. be able to liquidate their investments in the event of an emergency. In other
words. the investor must be able to bear the economic risk of maintaining an investment in the LLC for the life
of the LLC which may be as long as ten (10) years from the date of its formation. In addition, Units may not be
readily accepted as collateral for loans. Also, the Manager may not permit an assignee of Units to become a
substituted Member. Consequently. the purchase of Units should be considered only as a long-term
investment.

7. Loss Of Limited Liability--The Operating Agreement provides that no Member or Unit Purchaser shall be
personally liable for any of the debts. contracts or other obligations of the LLC or for any losses thereof,
beyond the amount subscribed for by each Member in the LLC plus such Member's share of the undistributed
LLC income. The Operating Agreement further provides that the Members and Unit Purchasers will not have
any right to take part in. or interfere with. the control of the business of the LLC (see "OPERATING
AGREEMENT").

Notwithstanding the foregoing. in the event any Unit Purchaser does take part in the control of the
business of the LLC, or is for any reason deemed to have taken part in such control, such Unit Purchaser may
incur personal liability for all debts and obligations of the LLC. In addition, a Unit Holder who has received in
part or full a return of such Unit Holder's contribution, nevertheless remains liable for any sum, not in excess
of such return with interest. necessary to discharge the LLC's liability to creditors who extended credit, or
whose claim arose. before such retum. Unit Holders may also be required to return to the LLC any
distributions determined to be conveyances which operate a fraud upon LLC creditors.

8. Lack of Marketability for the LLC’s Units—There is presently no market for the LLC"s Units and there is
no expectation that a trading market will develop. The investors in this Offering should be prepared to hold
their interests for the life of the LLC. The investors may, in fact. never be able to sell their Units and recover
any part of their investment.

9. Funds to be Held in an Impound Account-The Offering proceeds generated by this Offering will be held
in an interest-bearing impound account with U.S. Bank National Association until the earlier of achieving the
Minimum Offering of $1.5 million or termination of the Offering. In the event that this Offering fails to
achieve the Minimum, the Offering proceeds will be returned to investors with interest at the end of the
impound period. adjusted to satisfy the depository costs associated with the impound agent, including the non-
refundable fee of $1.500, plus an additional $20 per deposit or disbursement.

10. Investor Last In Line—A motion picture typically goes from the producer to the distributor who in turn
may send it to territorial sub-distributors. who send it to theatrical exhibitors. The box office receipts
generated by a motion picture travel this same route in reverse. The exhibitor takes a cut and sends the balance
to the sub-distributor, who takes a cut and sends the balance to the distributor, who takes a cut and sends the
balance to the producer. The problem for the private investors with this system is that such investors, who have
had their money at risk for the longest time. are at the tail end of the box office receipts chain. Thus, if the
LLC. in negotiating a distribution deal. has to rely heavily on a participation in some defined level of the Film's
revenue stream, revenues to the LLC and thus Purchasers of Units are likely to be the last in line to benefit
from such a revenue stream. if any. In addition. of course, LLC investors cannot expect any cash distributions
during the production phase of the Film. and no assurances can be provided that the LLC will be successful in




producing the Film or generating any revenues from the distribution efforts. thus, the investors may suffer a
loss of their entire investment.

11. Indemnification Provisions May Impair LLC-The Operating Agreement provides that under certain
circumstances the Manager may be indemnified by the LLC for habilities or losses arising out of such
Manager’s activities in connection with the LLC. Should the LLC be required to pay damages or claims
pursuant to such indemnification provisions such payment could reduce or deplete the assets of the LLC.

12. Possible Tax Consequences of Investment—In evaluating the purchase of Units as an investment. a
Prospective Purchaser should consider the tax risks thereof, including (i) the possible reallocation of net
income and net loss and credits: (i) the tax liability resulting from a sale or other disposition of such
Purchaser’s Units. or a sale or other disposition of the Picture, including income. a portion of which may be
taxed at ordinary income rates: (iii) the risk that the LLC will be treated as an association taxable as a
corporation for Federal income tax purposes: (iv) the possibility that the deductions taken by the LLC in a
taxable year might not be allowed in such year or that certain expenses may be required to be capitalized; (v)
the possibility that an audit of the LLC's information returns may result in the disallowance of the LLC's
deductions. and in an audit of such Purchasers tax retum; (vi) recognition that the Manager will have no
interest in LLC losses and tax deductions until after the Member’s capital accounts have been reduced to zero;
and (vii) possible adverse changes in the tax laws and their interpretation. All of the above possible tax
consequences may result in an increased tax hability for LLC Investors or a reduction in anticipated
deductions. In addition, there is a risk that a Purchaser’s tax liability may exceed such Purchaser's share of cash
distributions for a particular tax year possibly resulting in an out of pocket expense for the Purchaser above
and beyond any distributions from the LLC. Prospective investors should seek the advice and counsel of their
own tax advisors. ’

13. Tax Opinion Is Qualified-The tax opinion appearing at Exhibit “E™ is qualified in that it calls attention
to certain limitations inherent in the opinion itself. The views expressed therein and concerning essentially
factual issues are based on assumptions concerning future events and transactions. If these events and
transactions do not occur, or if other events or transactions do not occur, or if other events or transactions not
now contemplated do occur. the federal income tax consequences of an investment in the LLC may be
adversely affected. Tax counsel states in such opinion that he can provide no assurance that the facts,
circumstances and assumptions necessary for favorable federal income tax consequences from investing in the
LLC will indeed occur. Moreover. even if the assumed facts do occur, tax counsel states that he cannot assure
that the IRS or the courts. which may analyze the same facts differently. will draw the same conclusions.
Thus. tax counsel states that he can provide no assurance that the conclusions reached in the tax opinion and in
the Offering Memorandum. if challenged by the IRS, will be sustained by a court.

Movie Industry Risks

1. No Distribution Currently In Place-The profitable distribution of a motion picture depends in large part
on the availability of one or more capable and efficient distributors who are able to arrange for appropriate
advertising and promotion. proper release dates and bookings in first-run and other theatres. There can be no
assurance that profitable distribution arrangements will be obtained for the Picture or that the Picture can or
will be distributed profitably. ‘

2. Long Term Project—The production and distribution of a motion picture involves the passage of a
significant amount of time. Pre-production on a picture may extend for two to three months or more. Principal




photography may extend for several weeks or more. Post-production may extend from three to four months or
more. Distribution and exhibition of motion pictures generally and of the Picture may continue for years
before LLC Gross Revenues or Distributable Cash may be generated, if at all.

3. Production Activities May Be Difficult—Particularly as produced by independent filmmakers. each
motion picture is a separate business venture with its own management. employees and equipment and its own
budgetary requirements. There are substantial risks associated with film production, including death or
disability of key personnel. other factors causing delays, destruction or malfunction of sets or equipment, the
inability of production personnel to comply with budgetary or scheduling requirements and physical
destruction or damage to the film itself. Significant difficulties such as these may materially increase the cost
of production.

4. Commercial Success Not Certain—The Screenplay has yet to be produced as a feature film and may never
be completed as such. or. if produced. the Film may not be commercially acceptable to distributors. In that
event. the LLC will not generate any revenues and no distributions will be made to investors. In addition,
many films are released each year that are not commercially successful and fail to recoup their production
costs from United States theatrical distribution. Foreign and ancillary markets have, therefore, become
increasingly important. Although both foreign and ancillary markets have grown, neither provides a guarantee
of revenue. Licensing of a motion picture in the ancillary markets is particularly dependent upon performance
in domestic theatrical distribution. If a motion picture is not an artistic or critical success or if, for any reason. it
is not well-received by the public. it may be a financial failure.

5. Production May Be Prematurely Abandoned--The production or distribution of the Picture may be
abandoned at any stage if further expenditures do not appear commercially feasible, with the resulting loss of
some or all of the funds previously expended on the production or distribution of the Picture. including funds
expended in connection with the pre-production of the Picture.

6. Cost Overruns May Occur—The costs of producing motion pictures can be underestimated and may be
increased by reason of factors beyond the control of the producers. Such factors may include weather
conditions. illness of technical and artistic personnel, artistic requirements. labor disputes, governmental
regulations. equipment breakdowns and other production disruptions. While the LLC intends to engage
production personnel who have demonstrated an ability to complete films within the assigned budget, the risk
of a film running over budget is always significant and may have a substantial adverse impact on the
profitability of the Picture.

7. Competitive Industry—Some segments of the motion picture industry are highly competitive. In the
production phase, competition will affect the LLC's ability to obtain the services of preferred performers and
other creative personnel. The LLC will be competing with the producers of other films in arranging for
distribution in all available markets and media. In the distribution phase, competition will limit the availability
of such markets and media required for the successful distribution of the Picture. The Picture will be
competing directly with other motion pictures and indirectly with other forms of public entertainment. The L
will compete with numerous larger motion picture production companies and distribution companies that have
substantially greater resources. larger and more experienced production and distribution staff and established
histories of successful production and distribution of motion pictures.

8. Industry Is Constantly Changing—The entertainment business in general, and the motion picture business
in particular, are undergoing significant changes, primarily due to technological developments. These




developments have resulted in the availability of alternative forms of leisure time entertainment. including
expanded pay and basic cable television. syndicated television. video cassettes, video discs. video games and
the Internet. Revenues from licensing of motion pictures to such media will vary from year to year relative to
each other. The level of theatrical success remains a critical factor in generating revenues in these ancillary
markets. It is impossible to accurately predict the effect that these and other new technological developments
may have on the motion picture industry (see "MOTION PICTURE INDUSTRY OVERVIEW").

9. Foreign Distribution Is Perilous—Foreign distribution of a motion picture (i.e., outside the United States
and Canada) may require the use of various foreign distributors. Some foreign countries may impose
government regulations on the distribution of films. Also revenues derived from the distribution of the Picture
in foreign countries, if any. may be subject to currency controls and other restrictions that may temporarily or
permanently prevent the inclusion of such revenue in the distributor’s gross receipts or the LLC’s Gross
Revenues.

10. Audience Appeal Is Unpredictable~The ultimate profitability of any motion picture depends upon its
audience appeal in relation to the cost of its production and distribution. The audience appeal of a given
motion picture depends. among other things. on unpredictable critical reviews and changing public tastes and
such appeal cannot be anticipated with certainty. ’




(This Page Left Blank Intentionally)

-10-




DESCRIPTION OF BUSINESS

Market Overview/State of The Industry

Annual theatrical film box office in the United States posted a new high in the year 2001 for the tenth
consecutive year (according to final data from AC-Nielsen ADI). marking the longest ever expansion in movie
business history. as revenues for 2001 reached a record $8.13 billion compared to the previous high (for 2000)
of $7.67 billion. On the other hand. inflation accounted for a significant part of the nine percent (9%) increase
over 2000. with the most recent year’s average ticket price at $5.67 as opposed to the year 2000 average ticket
price of $5.39. Even though 2001's admissions topped last year’s by four percent (4%), that was not an all-
time high for admissions. The 1.44 billion in movie admissions in 1998 is still the record (Source: Variety.
January 7 - 13, 2002, 16).

The 2000 high at the national box office surpassed 1999°s $7.45 billion by 3%, but marked only the
second time annual grosses exceeded $7 billion. While the box office posted a modest gain in 2000, theatre
admissions slipped for the second consecutive year as roughly 43 million fewer patrons walked into theatres in
2000 as compared to 1999. Admissions registered an estimated 1.42 billion, down 3% from last year’s 1.47
billion — the largest drop since 1991, when ticket units were down 4% from the previous year. Once again, the
increase in revenues at the national box office was driven primarily by slightly higher ticket prices. As noted
above. the largest number of admissions recorded at the nation’s theatres in recent years was in 1998, when
1.48 billion moviegoers were tallied at the tumnstiles. creating the highest total since 1959. Even though
admissions are down, this year’s tally 1s still the fourth-highest in the past 41 years. Obviously, the continuing
rise in box office gross does not imply that the High Risk Film will necessarily benefit from such an overall
trend. It merely indicates that the film industry continues to enjoy high levels of gross revenues, partly because
of higher ticket prices. (Source of statistical information in this paragraph: The Hollywood Reporter, January 2-
8. 2001. page 17: opinions expressed in this section for which a source is not otherwise cited are those of the
Producer Sunny Kohli). NEITHER THE LLC MANAGER OR ITS OWNER ARE AFFILIATED IN ANY
WAY WITH THE PUBLISHERS OF THE INFORMATION REGARDING THE FILM INDUSTRY AS
REPORTED ABOVE.

A report on key trends in the media and entertainment industry prepared by Arthur Andersen and
released in December of 2000. concludes that “This industry is very robust and healthy.” John Nendick, global
managing partner of media and entertainment at Arthur Andersen stated: “As the demand for content continues
to climb. it has immense upside.” Arthur Andersen surveyed 35 companies, including the major entertainment
conglomerates, and found that the number of new films released domestically grew 19.5% in the past five
years, while the number of movie screens decreased by 13%. The firm also found, however, that less
than 50% of the films made in the past three years have been profitable. (Source of statistical information in
this paragraph: The Hollvwood Reporter. December 26. 2000-January 1, 2001. pp. 3 & 45). The Producers of
the LLC’s Film recognize. however. that their Motion Picture may or may not be able to participate in this
industry-wide upside potential. since the production and distribution of an independent film is such a high risk
venture (see “REQUIRED NOTICE-Risk Factors™).
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Global box office revenue is expected to grow some $10 billion during the next decade to $28 billion,
although the number of moviegoers are expected to only rise a modest 19% by 2010. Those are the
conclusions reported in the third edition of Global Film: Exhibition and Distribution, a report recently
published by the research entity Baskerville Communications. Despite low admissions growth, global box
office figures are expected to rise 55% over the decade. with much of the increase due to multiplexes charging
higher ticket prices than traditional cinemas. The U.S. took an estimated 43% of global box office in 2000, and
this share is expected to fall only slightly to 39% by 2010. The top ten countries should account for about 81%
of the global box office in the year 2000. while this percentage is considered likely to fall only slightly by
2010 (see Global Film: Exhibition and Distribution, Baskerville Communications).

In domestic exhibition. prior to the year 2000, the number of movie screens had been increasing
steadily since 1984. In that year, there were 20.200 movie screens in the domestic marketplace. By 1987 that
number had increased to 23.555 and by 1994 to about 25,500. The '95 figure for number of screens including
drive-ins was 27.805. By 1997, that figure for the U.S. had increased to 29.690. and in 1998 to 31,640. By the
end of 1998. the number of movies screens in the U.S. was 34,618, a net increase of 7% over the previous year
and 33% over five years ago. As noted above, the year 2000 saw a retraction in the number of screens, but the
bottom line remains — exhibitors need product to fill seats. With average studio movie budgets increasing,
plus prints and advertising costs on the rise. it is even more unlikely that the major studios will be able to meet
demand with their traditional fare, thus the opportunity for low to modestly budgeted independent films. The
global screen count according to the Baskerville report cited above, will slip slightly to 162,000 over the same
decade. The top-10 countries have about 80% of the world’s screens. (Statistics in the paragraph from the
above-cited Baskerville report and the National Association of Theatre Owners Annual).

In 2000. the VHS videocassette began a precipitous slide in both sales and rental. But the explosive
success of DVD more than made up for the slack, particularly on the sales front. Tom Adams. a veteran home-
video analyst who runs Adams Media Research in Carmel Valley. California and publishes the Hollywood
Aftermarket newsletter. projects total 2000 consumer video spending (rental and sell-through, VHS and DVD)
to be up from the previous year. and he expects a healthy jump of nearly 11% in 2001. as the chart below
indicates.

1999-2001
Consumer Spending, Packaged Media

1999 2000 2001
VHS Rental Spending $ 10.003.000.000 $ 9.499.000.000 $ 8.979.000.000
DVD Rental Spending $ 110,000,000 $ 656,000,000 $ 1.871,000,000
VHS Sell-through Spending $ 7.729.000.000 § 7.674.000.000 $ 6,727,000,000
DVD Sell-through Spending $ 1.508.000.000 $ 4.032.000.000 $ 6,679.000.000
Total Video Spending $ 19.350.000.000 $ 21.861.000.000 $24.256.000.000

DVD is the fastest-growing consumer electronics format ever. The DVD Entertainment Group and the
Consumer Electronics Association predict DVD player sales will hit nearly 30 million units by the end of
2001. Additional research at the end of the year 2000 showed that there were nearly 15 million DVD players




in U.S. homes at that time. not including DVD-ROM drive-equipped computers, which can play DVD videos.
DVD software sales topped 185 million units in 2000. (Source for information contained in the above chart
and two paragraphs: The Hollywood Reporter. January 9-15, 2001, 4 & 87).

On the other hand. DVD hardware and software sales have recently exceeded analysts expectations.
Recent reports indicate that DVD player sales in the U.S. have been about 200% head of the pace set in 1999
when about 4 million were sold. In the meantime, the London-based Baskerville Communications group,
recently reported that consumer spending on DVD worldwide is expected to exceed spending on VHS by the
year 2003. Baskerville reported worldwide spending on DVD software in the year 2000 at $9.1 billion
including $4.74 billion in the U.S. compared to $31.8 billion for VHS. By 2010, however, the ratio is expected
to be reversed, with worldwide spending on DVD at $64.7 billion versus $2.5 billion on VHS. By the end of
the decade, Baskerville expects DVD players to be in 625 million households worldwide, including 94 million
in the U.S. Currently, the DVD sell-through sector of the business is about 10 times that of the rental sector,
but according to Baskerville analysts. that ratio is expected to fall to 4 to 1 by 2010 (see Global Film:
Exhibition and Distribution. Baskerville Communications).

These changes in the marketplace in the U.S. and abroad have created an ongoing level of demand for
new movies. And yet, despite this demand. the Producers have observed that the proportion of motion pictures
produced and released by the major studios has declined in recent years. Based on periodic reports in the
industry trade publications. this is due largely to increased studio overhead and Hollywood production costs
which have driven the budgets of studio films up to an average of approximately $30 million. Independent
films. conversely. have experienced a growth in both number and percentage of total films released. With
budgets averaging a fraction of the major studios, independent producers have been able to turn out some films
that have successfully competed with the higher-cost Hollywood films. while also offering the possibility of a
higher rate of retumn. The majors have recognized there is profit potential in the marketing and exploitation of
independent films. Not surprisingly. this has lead to a significant consolidation, whereby most all studios now
own. or are affiliated with. an independent or specialty distributor. (i.e.. Disney/Miramax. Paramount/Fine
Line: Paramount Classics, Fox/Fox Searchlight: Sony/Sony Pictures Classics: Screen Gems, Universal/USA
films — formerly October + Gramercy). Traditionally, as much as 50% of major/studio releases are of
independently produced films. Thus. the opportunity for the LLC’s Film is to produce a quality motion picture
that will be acquired for distribution by a major studio/distributor or specialty distributor affiliate or finally by
one or more independent distributors such as the member companies of the American Film Marketing
Association (see “RISK FACTORS™).

The Manager and LLC Management

The individual Producer Sunny Kohli, a resident of Orange County, California is the owner of the
LLC Manager. Silverstar Productions. Inc. has been declared the Manager by the Original LLC Member who
serves in that position only until Minimum funding of the Offering, after which such Original LLC Member
shall withdraw. Said Original LLC Member does not own any interest in the LLC. Silverstar Productions,
Inc. has assembled an experienced group of filmmakers for the specific purpose of bringing High Risk to the
screen (see "DESCRIPTION OF BUSINESS—People of Silverstar Studios, LLC"). The address for the
Manager’s base of operations in Orange County is 8001 Irvine Center Drive, Suite 1040, Irvine. California
92618 phone 949/585-0044.




The Manager will provide the LLC with its management’s time, effort, skill and experience, and the
rights to the Screenplay High Risk. along with all necessary office, clerical and management support. The
Manager will receive limited consideration for such contributions to the organization and management of the
LLC (see "OFFERING INFORMATION—-Manager and Affiliate Compensation™). It is anticipated that the
Manager and its individual owner will serve in their respective capacities throughout the life of the LLC entity.

The Manager has chosen to produce an independent feature film that its management believes will
afford investors a rare opportunity to become involved in the making of a low budget feature-length motion
picture with worldwide appeal for sophisticated audiences. Specifically. the LLC's strategy is to produce a
feature-length action/thriller with a production budget in the $1.500.000 to $5.000.000 range for exploitation
in markets and media in the United States as well as, to the extent feasible, throughout the rest of the world. in
order for the Members and Manager to participate in the global revenue generating prospects of a
continuously growing and somewhat recession-resistant industry.

The LLC has been formed to finance. produce and arrange for the distribution of the Picture. The
Picture will be an independent feature film. meaning that it is being produced outside the Hollywood studio
system. The Manager has intentionally determined to produce an independent feature film based upon the
belief that such strategy offers a greater likelihood of avoiding studio interference in the creative decision-
making process. Furthermore, the Manager believes that by operating outside the Hollywood studio system it
will be more likely to create a Film of a unique nature and merit which may create opportunities for
effectively marketing the Film.

The LLC will be managed by the Manager, which, in tum, will have the exclusive right to exercise
control of the business of the LLC. In this connection. the Manager will make all decisions of the LLC with
respect to most aspects of the financing and production of the Picture, as well as certain important decisions
relating to the Film's production and distribution. The Unit Holders are legally restricted from taking part in the
control of the business of the LLC or in the production of the Picture and, in this regard, will have no right or
authority to act for or bind the LLC. The Unit Holders will have only such rights and powers as Unit Holders
as are expressly provided by the Operating Agreement (see "OPERATING AGREEMENT™ at Exhibit "A").

The Manager and its representatives or agents and the Manager’s Counsel shall be held harmless and
be indemnified by the LLC for any liability. loss (including amounts paid in settlement), damages or expenses
(including reasonable attorney's fees) suffered by virtue of any acts or omissions or alleged acts or omissions
arising out of such person's activities either on behalf of the LLC or in furtherance of the interests of the LLC
if the Manager has determined in good faith that the course of conduct was in the best interest of the LLC and
such liability or loss was not the result of negligence or misconduct by such person (see Article 7.11 of the
LLC Operating Agreement at Exhibit “A™). '

Description of Property
Neither the LLC Manager or the LLC own any principal plants or other materially important physical

properties. As noted elsewhere herein. the Manager proposes to conduct the LLC’s business from leased
offices at 8001 Irvine Center Drive. Suite 1040. Irvine. California 92618.
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People Of Silverstar Studios, LLC
SUNNY KOHLI
Producer and Owner of the LLC Manager
The individual Producer Sﬁnny Kohli is the owner of the LLC Manager (Silverstar Productions, Inc.).

In 1983. Mr. Kohli graduated from American College of Applied Arts in London, England, with a
Bachelor's degree in Business Administration. He then earned his Master's Degree in Business Administration
from Pepperdine University. in Malibu. Califonia. in 1988.

Mr. Kohli began his career (1984) in the financial services sector at American Financial Reserve
Corp. where as Senior Vice President he traded currencies and metals. After trading for eight years (1992) Mr
Kohli was involved in the start up and management of a natural gas utility and energy exploration company
(American Environmental Resources).

His first experience in the film industry came in 1989 when he helped to arrange for the financing of
the film The Two Jakes. starring Jack Nicholson (produced by Bob Evans). He worked for Environmental
Energy. Inc. from 1993 through 1999. as its Vice President of Marketing. The company was in the oil and gas
exploration business. Mr. Kohli then served as the Vice President of Marketing with Showline Productions,
Inc. (a motion picture production company) during the latter part of ‘99 and into 2000, after which he joined
Silverstar Productions. Inc.

In March of 2001, Mr. Kohli completed production on the independently produced feature film The
Courier which was sold to the distributor Artisan. The film’'s name was changed from The Courier to Outta
Time and released on DVD on May 15, 2002. Mr. Kohli is also involved in pre-production for his next film
the action/comedy Extreme Dating. Mr. Kohli' s long term goal is to begin producing quality independent films
for a mass audience.

At age 42, Mr. Kohiti resides in Laguna Beach. California.
MARK ROBERTS
Producer and Co-President of Production for Filmstar Productions, Inc.

Mark Roberts began his career in entertainment as a Universal Studios tour guide and his
relationships developed at Universal led to the opportunity to serve as the Extras Casting Director on the 1986
film The Three Amigos. starring Chevy Chase. Steve Martin and Martin Short. He parlayed the job into his
own company. Enterprise Casting. His casting firm helped to fill the talent needs for the television shows
Empty Nest. Blossom and It 's a Living. along with the feature film Comnnmion.

In 1990, Mr. Roberts sold Enterprise Casting to pursue his dream of producing movies. He started by

creating and producing programs for a Los Angeles based televison station. KWHY (channel 22). Afier a few
years of honing his producing skills he met Lorena David on the set of the game show Supermarket Sweep.
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Shortly after they met. Mr. Roberts and Ms. David formed Kingsize Entertainment and soon developed and
sold their very first project as producers to Rhino Films (Plump Fiction — 1996). This film spoof featured an
ensemble cast including Julie Brown, Sandra Bemhard, Tommy Davidson and Dan Castellaneta (the voice of
Homer Simpson).

Subsequently. the Roberts/David team joined with Carlos Gallardo (producer and star of the classic
independent film E7 Mariachi, later released by Columbia Pictures) to produce two additional films under the
Kingsize banner. Single Action (1997) and the action film Bravo (1998). The second of these two films was
directed by Lorena David. Kingsize is now operating under the name of Filmstar Productions, Inc. and the
company produced two films, Eastside (1999) and Poor White Trash (2000). Eastside was shot in the summer
of 1999 and starred Mario Lopez. from Pacific Blue and Saved by the Bell. Its distribution was handled by
Artisan Video. Poor White Trash starred Sean Young, Jason London. William Devane and M. Emmet Waish.
Mr. Roberts currently serves as the Co-President of Production at Filmstar.

At age 36. Mr. Roberts resides in Beverly Hills.
LORENA DAVID
Producer/Director and Co-President of Production for Filmstar Productions. Inc.

Lorena David became President of Hard Core Film Productions. a student film production company
while still at the University of Califommia. San Diego. In her two years as President of that company she
supervised four short films to completion and accepted an Qutstanding Organization award.

Upon graduation. Ms. David took a job as line producer on the 35mm film The Glass Chain and co-
produced the comedy pilot. Writers Block with Mark Roberts.

In early 1994 Ms. David and Mark Roberts formed Kingsize Entertainment. Their first project, Plump
Fiction (1996). was a spoof of the popular Quentin Tarantino fitlm (Pulp Fiction). The film en joyed a
theatrical release in the U.S. (distributed by Rhino) and was sold in other markets throughout the world. Ms.
David and Mr. Roberts then worked with Garlos Gallardo (producer and star of Columbia Pictures, £/
Mariachi) directorial debut in Single Action. and also produced two television series for Spanish-language
television.

Kingsize's next film Bravo (1998). set in Mexico. was directed by Ms. David. Kingsize is now
operating under the name Filmstar Productions, Inc. In 1999, Ravi Chopra approached the production team
with the film project Eastside. a heartfelt story of a criminal who becomes a local hero (Artisan Video). They
secured Mario Lopez to star and Ms. David again directed. She next pursued and optioned Mike Addis’ Poor
White Trash (2000). The film starred Sean Young and Jason London. Ms. David is currently working on the
action film project Third Eagle. She serves Filmstar as its Co-President of Production.

At age 33 . Ms. David resides in Los Angeles.
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FILMSTAR PRODUCTIONS, INC.
Contract Film Production Company

The LLC’s Manager has arranged for Filmstar Productions to produce the film Hzgh Risk. in the event
that at least the Minimum of the Offering Proceeds are raised.

Filmstar Productions is an independent film production company with offices in Irvine and Universal
Studios. Co-Presidents of Filmstar Productions are Mark Roberts and Lorena David. Filmstar provides a
complete film production package. including producer(s). director. line producer, accounting and legal.
Filmstar also has its own post production facility including Avid editing and beta decks. Heading up
production is executive Mark Roberts who has produced and sold several independent motion pictures
including. The Courier (distributed by Xenon). Poor White Trash, Eastside and Bravo. Eastside obtained a
limited theatrical release.

Mr. Robert's production partner is Lorena David. who also directs. Ms. David directed The Courier
and Eastside. She is also at the helm of Extreme Dating. :

Mark Roberts and Lorena David will be designated on the movie credits as "Co-Producers” with
Filmstar Productions as Executive Producer.

Filmstar Productions will be providing office space. equipment, phones. administrative, legal and
accounting services for this Film. Serving as executive producer. Filmstar will utilize its relationships and
expertise to place the film with the best available distributor or sales agent and manage all aspects of marketing
the production.

SPIRO RAZATOS
Writer/Director

Spiro Razatos first worked in the entertainment industry as a stuntman. Over the years he performed
in hundreds of movies and TV shows. eventually moving into coordinating stunts and directing action
sequences. The last year the Stuntman Awards were held (1968) Mr. Razatos garmered seven nominations,
more than any other contender. He walked away with three awards for his stunt work. To date, he has directed
more than 110 action sequences for motion pictures.

Mr. Razatos has also developed camera operating and cutting room skills. He received several
Associate Producer credits and shared story credit on the feature film. 7ripwire. He has developed and co-
written two feature length screenplays. E-Ticket and High Risk.

He has directed two feature films: Fast Getaway for New Line. starring Corey Haim and Leo Rossi,
and Class of 1999-Part II for Trimark, starring Sasha Mitchell and Nick Cassevetes. Additionally, Mr. Razatos
directed the pilot for the TV series Team Knight Rider for Universal. as well as five episodes of the series. He
also created and supervised the first year action sequences for the Fox and WB Network TV series Angel.
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Most recently, Mr. Razatos coordinated the action for the upcoming Wamer Bros. release, Training
Day. starring Denzel Washington and Ethan Hawke following his work designing and directing the action
sequences for the features. Driven. Angel Eves. 3000 Miles to Graceland and Get Carter. On those films he
worked with stars Jennifer Lopez Sylvestor Stalone. Kurt Russell and Kevin Costner.

Mr. Razatos has committed to direct the LLC’s film High Risk.
At age 41. Mr. Razatos resides in Stevenson Ranch, Califomnia.
Consultants

JOHN W. CONES
Attorney/Author/Lecturer
Counsel to LLC Manager

John Cones is a 57 year old securities/entertainment attorney licensed to practice in the states of
California and Texas. His primary area of expertise is federal and state securities compliance for
entertainment oriented business plans, limited partnership. limited liability and corporate stock offerings
providing financing for feature films. Internet companies, television pilots, live stage plays, documentaries and
infomercials. Mr. Cones has worked in that area of the law for 15 years in Houston and Los Angeles and has
participated in the production of the required disclosure documents for more than 195 securities offerings. In
addition. he has incorporated. licensed and counseled regarding compliance matters, a half dozen securities
broker/dealer firms engaged in such offerings. Mr. Cones has lectured on film finance topics for the past 13
years throughout the United States.

He has authored four books Film Finance and Distribution--A Dictionary of Terms (Silman-James
Press. 1992). Film Industry Contracts (1993) and 43 Ways 1o Finance Your Feature Film (Southemn Illinois
University Press-Summer of 1994). The fourth book. The Feature Film Distribution Deal--A Critical Analysis
of the Single Most Important Film Industry Agreement was released in December of 1996.

Mr. Cones is a graduate of the University of Texas at Austin (Bachelor of Science in Communications
'67 and Doctor of Jurisprudence '74) and currently resides in Marina del Rey, California.

Plan of Operations

The Silverstar Studios. LLC intends to finance the production of one feature film (“Film” or
“Picture") with an estimated production budget not to exceed $5,000,000 (Maximum Offering Proceeds). The
Offering is a so-called mini-maxi Offering with a $1,500,000 Minimum and a $5,000,000 Maximum. The
Minimum plus creative Deferments will allow the LLC to produce the Film on digital video. In the event that
only the Minimum Offering Proceeds are raised. the project will be shot on digital video as opposed to film,
and subsequently transferred to film (during post-production) for projection in theatres. Shooting on video
requires less time to light each scene. For example, instead of spending six hours to light a scene, as it might
take for film, it may only take fifteen minutes when shooting on digital video. This can result in significant
savings since all the rest of the cast and crew will spend less time waiting around on the set while lighting is
being completed. This change will not affect the length of the Film. nor its content. Movies shot on digital
video do not have the exact visual quality of a 35mm film. Last year’s Artisan Entertainment release Chuck &
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Buck was shot in this manner. Shooting on digital video will not require any significant changes in the plans
for pre-production.

Deferments of some or all of the budgeted salaries of creative personnel and others providing goods or
services used in the production of the Picture may be used in conjunction with the Minimum Offering
proceeds. Such Deferments are not paid out of Offering Proceeds but out of the Film’s revenue stream, if any
(see definition of “Deferments’™ in the LLC Operating Agreement. Exhibit “A™ and additional discussion at
“Estimated Use of Proceeds™). In either case. the LLC will contract with an existing third-party film
production company (Filmstar Production, Inc.) for actual production of the Film (see “People of Silverstar
Studios. LLC).

It is the Manager’s opinion that the Offering proceeds will satisfy the LLC’s cash requirements for the
next twelve months and that it will not be necessary to raise additional funds. The proposed Film is designed
for release to markets and media throughout the world. The Picture is expected to receive an MPAA rating no

.

more restrictive than “R™.

The balance of this Plan of Operations provides information relating to the nature of the story told
through the subject Script. the rights to the Screenplay, the details of production plans (including a timetable)
and the plans for marketing and distribution of the Film. Should the Film be completed and obtain
distribution. it is anticipated that the Film will generate revenue for the LLC and its Member/Investors either
through a distributor advance and/or through an ongoing percentage participation in the Film’s eamings in
each market and media in which it is exploited (see discussion relating to “Marketing and Distribution™ below,
as well as the discussion contained in “MOTION PICTURE INDUSTRY OVERVIEW™),

Neither the LLC Manager or the proposed LLC is currently in any preliminary contact or discussions
with, and neither has any present plans. proposals, arrangements or understandings with any representatives of
the owners of any business of company regarding the possibility of any acquisition, merger or joint venture
transaction.

Script Synopsis—Someone’s been breaking into Novagen Pharmaceutical’s high-rise . . . from outside
the 50™ floor.

Police officer JOHN MACINTOSH is assigned to the case and quickly finds his life consumed by the
hunt. After comering the mysterious “man in black™ during a second break-in, Mac finds himself attached to
the intruder as they base jump out of the window of a high rise. Although they parachute smack into the
middle of a police blockade. Mac’s adversary escapes.

As his investigation leads into the world of high risk rock climbers, Mac gets in hot with a female
climbing instructor and his life literally gets tumned upside down when he finds himself pursuing the man in

black while he hang glides through the streets of downtown.

The plot thickens as the most unlikely suspects start surfacing. Mac’s world becomes a thrill-a-minute
chase and he won’t give up even when the thief drags him through the city behind a racing pickup truck.

As he gets closer to the truth. Mac’s own past secrets crop up and he starts to question who the true
adversary is: the high climbing intruder or the high tech Novagen.
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Screenplay Rights—-The Screenplay was written and is owned by Spiro Razatos. The Screenplay was
most recently registered with the U.S. Copyright Office on April 20, 1999 (under the title High Man). The
Script has been optioned by Silverstar Productions. Inc. (see Option Agreement at Exhibit “F™) and he will
assign those rights to the LLC upon Minimum funding. The Short Form Assignment will be recorded in the
U.S. Copyright Office as evidence of the transfer of rights (see Exhibit “C™).

Production Strategy—In the event that at least the Minimum- ($1,500,000) is raised through this
Offering, the LLC will utilize the services of its contract production company (Filmstar Productions) to
produce the Film and market it to prospective distributors. The production of High Risk will be divided into
three main phases: pre-production. principal photography/production and post-production. Preparation for
filming will involve selecting each member of the cast and crew. scheduling each day of production,
constructing sets and costumes. and negotiating arrangements with suppliers of equipment and facilities.

In the event that only the Minimum Offering Proceeds are raised, substantial Deferments for creative
personnel as reflected in the Minimum column of the “Estimated Use of Proceeds™ that follows will be
enacted. In addition. during the production phase, the Producers will institute a more severe limit on the
number of takes and the amount of film to be used in shooting the required scenes for the motion picture.
Further. during the post-production phase (again assuming only the Minimum Offering Proceeds are raised),
the project will be edited on video (i.e., the film version will not be printed). The Producers do not believe that
such measures will significantly impact either the length or the content of the Motion Picture.

Oftentimes filmmakers. in order to save money, will complete their film initially ONLY on video.
Basically the process of actual editing remains the same; it is still done on a computer based editing system
(like Avid.) The difference really is in the “finish™ of the film. Will the final product be a film print for
theatres or will it be a master videotape? Basically, a film print is doné AFTER the video edit is finished. The
print is an optional step, but a necessary one for theatrical distribution.

In order to prepare a film “print” for a theatrical 35mm projection. several additional (and expensive)
steps are necessary. All of the video edits (a.k.a. cuts) must be conformed back to the original film negative.
This is done by linking all of the frame and time-code tape numbers back to edge numbers that are printed
along the sides of film negative. Once this is done. a film lab begins the physical process of cutting the long
rolls of negative film and editing the pieces together. At this stage all optical effects (such as fade-ups and
dissolves) are added to the film. copying the parameters as laid down in the video edit. When the negative is
together. it is printed as an answer print, from which theatrical release prints are copied. All of these steps are
taken by film labs as directed by the director and editor and based on their video edit. They are hard costs and
are extremely expensive.

If a film is going straight to video and TV, most or all of these costs can be avoided. The effects and
edits are simply completed on video only. The film negative never needs to be cut or conformed. Oftentimes,
with independent films. the remaining part of the budget (to make film prints) has not yet been raised.
However. with a completed video edit. the filmmakers can raise money by showing the tape to investors or by
entering it in film festivals. Some festivals do not accept videotapes as a final format, but nearly all of them
(including Sundance) determine the festival line-up based ONLY on videotapes. This puts the filmmakers in a
position where they have the option to delay paying film-print costs until they know they are accepted by a
festival.




Location and Logistics—Prior to the commencement of pre-production, the Film’s director, Producers
and cinematographer will scout locations. pre-cast and secure deals with film labs, equipment rental houses
and studio/sound stages, if necessary. It is the intention of the director and Producers that High Risk will be
shot on locations in and around Los Angeles in order to obtain the authentic look and feel necessary to support
the story.

Casting-While casting is important to the success of any motion picture, High Risk is not a "star
dependent” movie. The majority of the cast will be comprised of Los Angeles area talent. As has been
demonstrated in the past with other successful independent films, casting talented but relative unknowns can
ultimately be a positive selling point in a marketplace saturated with overexposed and overhyped stars.
Without preconceived expectations. critics. distributors. film festival goers, and ultimately audiences around
the world. can "discover”" the magic and charm of a picture, like High Risk, and make it their own. Their
subsequent enthusiasm and "word of mouth" may then become a major, cost-effective tool used to market and
promote the movie. Although the Manager believes the available budget, if the maximum number of LLC
Units are sold. will be adequate to provide a desirable cast, no assurances can be provided that such persons
can be attracted to the Picture.

Crew—The majority of below-the-line crew for High Risk will be selected from the capable pool of
Southern California film crews.

Principal Photography and Post Production—Filming of High Risk is tentatively scheduled to begin
approximately three months after the close of escrow and last for 3 to 6 weeks depending on the level of
funding. After principal photography is completed, the post-production phase will take place in Los Angeles.
During this phase. the Producers will supervise the editing of the work print, build up the sound track, score
the Film. conform the negative, add titles and optical effects and ultimately produce an answer print from
which a distributor can strike release prints.

Production Schedule and Timetable~The following is the preliminary schedule of events and
expenditures for High Risk:

Pre-production— 6.5 weeks

Active pre-production commences with the successful funding of the project. Thereupon, a skeletal
staff of key personnel will begin the preparations for the production. The purpose is to organize and prepare
for principal photography. Approximately 20% of the budget is used during pre-production.

To be accomplished: Complete casting
Finalize script changes
Crew allocation
Lock in production schedule
Lock in all locations ’
Allocation of equipment, props. wardrobe
Begin set construction
Cast rehearsals
Begin initial publicity

Principal Photography/Production — 4 weeks




Production or principal photography begins when shooting actually starts. At this point the entire crew
is employed on the film, and the cast is traveling or working according to need. Approximately 60% of the
budget is used during production. In the event that only the Minimum funding is achieved and the Film is shot
on digital video, the time period required for principal photography will be significantly compressed. and
principal photography will likely be completed in less than half of the estimated time for shooting on film.
Significant savings will also occur due to the reduced time required for paid cast and crew.

To be accomplished: Meet each day's production needs, in terms of equipment, actors,
crew, lodging, food. supplies. locations, props. effects,
construction, set dressing. etc.

Set construction completed

Process film

Begin post production editing

Cut the trailer to initiate industry attention

Post-Production — 6.5 week

Post-production commences upon the completion of principal photography. Production personnel are
released and equipment is turned in. During Post-Production the director cuts the film and it is readied for
distribution.

To be accomplished : Director edits the film
Edit sound
Creation and integration of visual and sound effects
Compose, record and edit score
Shoot any required pick-up shoots, or re-shoots
Re-record any necessary dialogue
Creation of main and end titles
Spot music and sound effects
Mix music, sound effects and dialogue
Color time (color correct) the film
Create answer print
Screen answer print
Screen High Risk for distributors

Marketing and Distribution

The Producers of High Risk will begin to seek distribution during pre-production since it is never too
early to create a “buzz" around Hollywood. During production the Producers plan to cut a trailer that can be
sent to possible distributors and other media companies to continue to garner interest. The Producers believe
that the key to selling an independent film is to do so when its value is at its greatest. Typically holding off
until after the project is completed is preferred. at which time the Film has hopefully captured the attention of
choice distributors by timely and appropriate industry screenings and by exploiting favorable reviews at high
profile festivals such as Sundance (January). the American Film Market (February), Cannes (May), Toronto
(September) and Milan (October).




No two deals are alike. a statement that holds true for any business. and the motion picture industry is
no exception. Following are several possible scenarios for selling an independent film.

Studio DistributionIt is possible that an independently produced feature film like High Risk could be
acquired for distribution by a major studio/distributor. Al marketing and distribution decisions are then made
in-house at the studio which sends out promotional and advertising materials, arranges for screenings of the
films and makes deals with domestic and foreign distributors. For the foreign markets, studios have offices
around the world either singly or with other studios, to distribute their films in other countries. The studio
acquires (or licenses) the copyright. which it licenses to the foreign distributor for a specific length of time.
Once the studio receives its share of the box office grosses from the exhibitors, the distribution arm will charge
a distribution fee that can range from 30-40%. The studio then takes the entire fixed cost of the distribution
division and applies a portion of it to each film. often around 12% of the studio’s share of the box office gross.
They also charge for the cost of advertising and prints. Although these numbers sound high. there are some
advantages to studio distribution. The studios have the ability to put 3.000 prints of one film in circulation on
opening weekend. Its own channels of distribution are manifold. The studio has the financial resources to
inundate television and the press with ads. and it has significant clout in getting placements for producers,
directors, and actors on early-moming and late-night national interview shows.

Studio Advance. Buy-Out or Guarantee—Some independent films acquired by studios or distribution
companies receive an advance or guarantee against future proceeds. Shine was reported by The Los Angeles
Times (March 4. 1997) to have a negative cost (the negative cost of a film is defined as the total of all the
various costs. charges, and expenses incurred in the acquisition and production of a motion picture. in all its
aspects prior to release, that is. to produce the final negative) of $4.5 million. The film reportedly received $10
million as domestic and intemational advances. According to The Hollywood Reporter (November 14, 1996)
Slingblade had a negative cost of $1 million and was acquired by Miramax with a $10 million guarantee.
Spitfire Grill reportedly had a negative cost of $6.1 million and was acquired by Castle Rock for a $10 million
advance. Miramax is reported to have paid $5 million for Swingers. a film with a reported negative cost of $2
million (Filmmakers and Financing). The vast majority of independently produced feature films, however, are
not picked up for distribution by a major studio/distributor (or subsidiary). thus no such studio advances, buy-
outs or guarantees are available.

Independent Distribution—Independent distribution is similar to studio distribution but independent
companies typically release fewer movies each year (per distributor) therefore they are presumed to be able to
spend more time on providing individual attention to a motion picture’s release. They also have expertise in
marketing films that are smaller in scale with less "marquee" value. The fee an independent distribution
company takes will depend largely on their involvement in the film. how large a risk they are taking and how
badly they want to distribute the film. The amount of risk is primarily related to the amount of money the
distribution company pays out of its pocket. The more up-front expenses it has to assume, the greater the
percentage of incoming revenues it will seek. Their distribution fees apply only to the revenues generated by
the distributor's own agreement (i.e.. if they are not the foreign distributor they do not share in the foreign
profits). When an independent distributor acts in the same way a studio would (i.e., advance all the up front
costs or prints and advertising) the distribution deal often provides for a 50/50 split of net profits between the
producer and distributor. But unlike a studio. which typically deducts any distribution costs off the top or takes
their 30-40% of the domestic gross box office rentals and deducts the distribution expenses from the
producers’ share, an independent distributor may split the distribution expenses equally between themselves
and the producer.




Foreign Sales—It is common for a producer to make distribution deals with separate distributors for
domestic and foreign releases. In order to reach a foreign distributor a sales agent is usually employed. A sales
agent is more likely to secure a foreign distribution for a film if there is already a deal for domestic theatrical
release already in place. but. as discussed in the Distribution section, a domestic theatrical release is not
necessarily an indicator of a film's eventual success overseas. Sales in foreign countries center around the big
three international markets: the American Film Market (AFM) held in Santa Monica, California in February,
The MIF (Marche International du Film) held in Cannes, France concurrently with the Cannes International
Film Festival and MIFED (Mercato Internazionale Filme e Documentario) held in Milan, Italy in October.
Distributors come to these markets from around the world to view films. Sales to foreign distributors usually
involve an advance against a percentage from the territory for which the sale is made.

The following chart lists the top 15 foreign territories in terms of theatrical sales, video sales and TV
~ sales for the independent distribution entities that make up the American Film Marketing Association. The
territories are ranked by company revenues and the figures are stated in millions (Source: AFMA, Data
compiled through October 4. 2000 and reported in The Hollywood Reporter MIFED Edition, October 24-30,
2000).

1999 Theatrical Video TV Total
Rank Territory Sales Sales Sales Sales
1. Germany & Austria $109.2 $106.1 $263.3 $474.1
2. Italy $ 945 $ 76.0 $148.1 $318.6
3. Spain $ 926 $ 711 $136.1 $299.8
4. Japan $101.7 $ 844 $ 863 $272.4
S. France $ 546 $ 606 $112.8 $228.0
6. U.K & Ireland $ 46.1 $ 535 $ 754 $175.0
7. Korea $ 428 $ 332 $ 314 $107.4
8. Australia/NZ $ 164 $ 288 $ 43 $ 894
9. Scandinavia $ 16.6 $ 19.7 $ 343 $ 706
10. Benelux $ 157 $ 16.8 $32 $ 676
11. Argentina $ 194 $ 233 $ 225 $ 653
12. Canada $ 147 $ 143 $ 309 $ 599
13. Taiwan $ 194 $ 132 $ 179 $ 505
14. Brazil $ 192 $11.8 $ 151 $ 46.0
15. C.l1S. $ 132 $ 77 $ 200 $41.0
Total Sales of Top 15 $676.1 $615. $1.073.6 $2.365.6
Rest of World $117.0 $ 852 $ 2202 $422.5

Four Wall Distribution—Although not a common form of distribution, four walling is an alternative
way to distribute an independent film and can be profitable. In this case a producer rents a theatre usually for a
flat weekly fee. The rental fee for the theatre includes the theatre staff (manager., projectionist. ticket and
concession counter salespeople). The entire box office income is paid to the producer. The producer is also
responsible for the cost of the print as well as any advertising.

Rent-A-Distributor-Somewhere between tuming your film over to a distributor and four-walling falls
a practice known as renting-a-distributor. The producer puts up the money for all film prints and advertising
and rents a distributor’s in-place distribution and collection system. The producer usually pays 12.5% to




17.5% of the gross film rentals (the box office receipts received by the distributor), which is far less than a
producer gives up when a distributor risks money in advances, guarantees and the cost of an advertising
campaign. The producer retains control over the marketing and advertising of a campaign. The distribution
company provides its internal system. which includes in-house bookers to book the film into the theatres, a
bookkeeping system to keep track of the money and follow up on receivables. A major studio will typically
get a much faster response from a theatre chain on an overdue account than a single producer. The "rented"
distributor will often take care of preparing and shipping publicity material and film prints although the
producer will typically cover the cost.

Markets—There are multiple markets and media from which a producer of a completed motion picture
can seek to generate revenue. These include: domestic and foreign theatrical, the home video market, foreign
and domestic pay. cable and syndicated television. network television. the newly emerging internet/broadband
audience. as well as ancillary distribution to airlines. military services, educational institutions and other non-
theatrical venues.

These markets and media may be handled by a single distributor or the Producers may elect to seek
separate distributors who specialize in various markets and media. In the event that sufficient funding is
raised. the Producers may also seek to arrange for a so-called Rent-a-Distributor deal or even engage in self-
distribution. In situations other than self-distribution. the Producers plan to approach such prospective
distributors with a completed or nearly completed film, thus potentially maximizing the LLC's bargaining
position with respect to negotiating the terms of distribution arrangements.

High Risk is a feature film geared towards a broad audience (13 to 55 age range), and as such, targets
a major segment of the movie-going public. The Producers’ goal throughout all phases of the production will
be to produce a top quality motion picture competitive with the best of the industry, while maintaining strict
cost control. Ultimately the Producers intend to seek out and make High Risk known to all distributors with the
capability to market the Film with the specialized attention and care necessary to maximize its potential
revenues. In order to achieve this. the Producers intend to do one or more of the following:

(1) Establish and maintain an ongoing dialogue with potential distributors throughout the Film's
production and post production period:

(2) Employ the services of a producer’s representative. to carefully promote and create awareness of
High Risk with these same buyers. and ultimately make a deal or deals for the Film:

(3) Offer private screenings of the finished film to distributors:

(4) Seek to enter High Risk in high-profile film festivals like Cannes. Sundance, Toronto, Venice and
Telluride. in order to generate positive word-of-mouth and critical "buzz":

(5) Create a teaser web site for High Risk where the Manager can engage in preliminary promotional
activities to build awareness for the Film. targeting both the trade and potential viewers (e.g., run trailers,
interviews with actors. show behind the scenes footage and/or hold contests geared to the Film's
demographic). and

(6) Enlist a sales agent or utilize the Film's producer’s representative to sell the film in individual
foreign and domestic markets and media. if necessary.




The Producers have allocated funds in the budget to implement some of these various marketing and
publicity activities. However, there is no assurance that the Film will be accepted into any film festivals, or,
that the Producers will be able to enter into any arrangement with any distribution company for the Film. In
general. the risk for a distributor acquiring a property at this stage, once the Film has been completed, is
greatly reduced. and. if the "buzz" generated by test screenings, film festivals and word-of-mouth is strong
enough. a producer may be able to negotiate more favorable terms than under a pre-production arrangement.
Conversely. if the Film makes a poor test showing. the terms are likely to be less favorable.

The terms of agreements between feature film producers and distributors vary widely depending on
the perceived potential of a film and the relative bargaining strength of the parties. Customarily, a distributor
will advance funds to the production company for the right to distribute its film and will agree to expend a
minimum amount for prints and advertising. An advance or guarantee may range from a token fee, to an
amount in excess of the entire production cost. The distributor ordinarily requires that all its advances and
expenses be recouped before percentage participation monies are returned to the production company. The
advertising costs plus the costs of publicity, print purchases, shipping, accounting and collecting are
customarily deducted, along with a distribution fee, by the film distnbutor from gross film rentals. For a film
such as High Risk the costs incurred by a distributor to market and promote the film may be equal to, or, often
exceed the cost of production.

Theatrical Release Strategy—In order to generate the highest possible box office gross in the first
weekend. big budget studio pictures usually rely on a blitzkrieg release strategy, with massive advertising and
media spending, and often a thousand or more prints of a film in circulation. Independent or specialty films
usually employ a much different model. Primary among these is the "Platform Release,” whereby a film is
released slowly. with a limited number of prints, in a limited number of cities, in order to build critical acclaim
and word-of-mouth. As the film finds its audience base, the scope of distribution gradually expands, adding
cities and theatres to meet demand. This method is the most common for specialty theatrical film distribution
and the one the Manager expects will most likely be employed for a film like High Risk.

Domestic Theatrical Distribution—Assuming the Minimum is achieved for the Offering and the
LLC’s contract production company produces the Film, the Manager plans to hold onto all distribution rights
until the Picture is completed. The Manager will most likely license domestic rights to an independent or
studio-affiliated specialty distributor. but if the opportunity arises, will also consider major studio/distributors.
If the Manager is able to select among multiple proposals for domestic distribution arrangements, its
management will consider numerous factors. including: amount of advance. if any, the distributor’s reputation,
the distributor's enthusiasm for the Picture. the distributor's proposed marketing campaign. print and ad
commitments and the distributor’s willingness to allow the Producers to contribute to the formation of the
marketing campaign. In the unlikely event that the Manager has the opportunity (or are required by
circumstances) to parcel out rights in domestic media to multiple distributors, the Manager will seek to
maximize the value of each right in the Film. The most likely scenario for this occurrence would be if the
Manager was not able to secure a theatrical release for the Picture. In such event. the Manager might still have
the opportunity to license video. television and other U.S. or foreign rights to separate distributors.

Ancillary Rights—In addition to the domestic and foreign theatrical market. there are a variety of
other markets and media in which a finished film may be exploited. These include: Home Video, Domestic
TV (including Pay. Cable. Syndication and Network), Foreign TV and Non-theatrical — airlines, hotels,
military bases and other facilities. Revenue may also be derived from rights such as the creation of books,




novelization of the screenplay. published music, soundtrack albums and merchandise. The Manager will
attempt to generate revenues from all ancillary rights held by the LLC (for a more detailed description of each
market. see "MOTION PICTURE INDUSTRY OVERVIEW").

The Internet and Broadband Access—In addition to the above mentioned ancillary markets, there is
also an exciting new distribution model emerging within the context of filmed entertainment. Technological
advances such as digital satellite transmission, cable modems and DSL. all geared to high speed broadband
internet access. are providing another potential avenue for audiences around the world to view their
entertainment product. Already numerous well-financed online entities are actively distributing — "net-
casting” — short-form archived and streaming media entertainment content over the web.

By the time High Risk is completed. the Producers anticipate there may be several "Net-casters” with
the ability to release and distribute a theatrical quality. full-length motion picture over the intemet, on a global
basis. essentially by-passing traditional distributors, with their high costs and fee structure. The advantages are
clear: the potential for global distribution and worldwide release, content immediately available for repeated
viewings. no print costs, no shipping costs and instantly verifiable next day collections. Plus, the ability to
better target the Film's potential audience, as well as run trailers and online promotion, twenty four hours a
day. seven days a week. without costly network television media buys. The challenge is to get people to the
site and motivate them to pay for the viewing.

~ Intense competition among emerging companies to establish a recognizable brand in the internet
entertainment space will likely lead to increased distribution opportunities, and a new class of buyers to whom
independent producers may license their product. As a result, the Producers believe that independent feature
filmmakers and their investors. at least in the near-term, are likely, if they make a deal with a "net-caster," to
retain greater leverage and creative control over how their films are marketed and released, and, in the process,
reap higher profits from the intellectual property they create. However, given rapidly changing technological
developments and shifting consumer tastes. it is not possible to predict with any certainty, what effect, if any,
this or other new distribution channels will have on potential overall revenue for feature length motion
pictures.

Financing Strategy

With this production strategy in mind. the Producers for the Picture have chosen to finance the
production through a limited liability company Offering. This structure offers flexibility in regard to Deferring
pay to creative personnel and giving profit sharing incentives to investors. Before utilizing investor monies the
Manager is required to raise the Minimum Offering Proceeds ($1.500,000). If at least the Minimum Offering
amount is raised. High Risk upon completion. will be offered to distribution entities as a quality finished
production. The production team feels this approach provides greater negotiating power and permits the
Picture to compete intemnationally with much larger productions.

Manager Discretion Regarding Production and Distribution Matters

The Manager has reserved in the Operating Agreement the specific authority to enter into
agreements on behalf of the LLC with motion picture or television studios, distributors or other third-parties
pursuant to which the LLC in exchange for such studios'. distributors' or other third-parties' assistance in
financing. producing. distributing and/or otherwise exploiting the Picture may commit to pay such parties
out of revenues generated by the Picture at a point in the Picture's revenue stream prior to the calculation of




Distributable Cash. Such agreements may include but are not limited to flat fee arrangements, negative
pickup deals or an outright sale of the Picture (see "OPERATING AGREEMENT" at Exhibit "A"), if in the
judgment of the Manager’s owner. such a sale would be in the best interest of the LLC. In addition, the
Manager has reserved the right (1) to seek the most advantageous distribution agreement for the LLC's
Picture. (3) to modify the budget of the LLC's Picture to adapt to changing contingencies, so long as in the
judgment of the Manager such budget changes improve the LLC's ability to produce a better Picture, (3) to
choose locations for shooting such movie other than the locations disclosed herein, (4) to enter into
agreements on behalf of the LLC which provide that persons providing financing, rendering services or
furnishing literary material or other materials or facilities in connection with the production, distribution or
other exploitation of the Picture shall receive as salary or other compensation, Deferred amounts or a
percentage participation in LLC revenue and (5) to make agreements with star talent to pay Deferments
prior to Investor Recoupment. SUCH RELIANCE ON THE JUDGMENT AND DISCRETION OF THE
MANAGER PLACES A GREATER EMPHASIS ON THE SKILLS AND JUDGMENT OF THE
MANAGER AND ADVISORS AND THEREFORE MAKES IT IMPERATIVE THAT PROSPECTIVE
INVESTORS CAREFULLY EXAMINE THE ABILITIES OF SUCH MANAGER AND ITS
ASSOCIATES BEFORE CHOOSING TO INVEST IN THE OFFERING (see "People of Silverstar
Studios, LLC/LLC Management"” above).

-28 -




SUMMARY OF THE LLC’S OPERATING AGREEMENT

The LLC’s Operating Agreement (“Agreement’™) accompanying this Offering Circular as Exhibit
“A™ contains (at Article I) a glossary of terms used in the Agreement and Offering Circular. The Agreement
provides at Article II for the formation of the LLC, sets forth required filings, provides for the name of the
LLC., its offices and establishes its term of existence at ten (10) years. The Agreement also indicates that
Silverstar Productions, Inc. will be designated as the LLC's Manager and that the individual owner of
Silverstar Productions. Inc. will serve as agent for service of process. Article Il of the Agreement sets forth
the purposes of the LLC and establishes its power to conduct its business. Article IV of the Agreement sets
forth the Unit price and describes the capital contributions of the Members and Manager. This section also
establishes the Minimums and Maximum for the Offering and sets forth the Members™ share of the LLC’s
revenue. This Article further establishes LLC policy relating to the withdrawal of capital and the payment of
interest. places limits on the liability of the Manager for capital contributions and describes the creation and
maintenance of capital accounts.

Article V of the Agreement provides for the allocation of the LLC’s net profits and losses, for the
treatment of syndications costs. establishes the LLC’s accounting policy and fiscal year, sets forth certain
business records that must be kept. provides for the bank deposit of LLC funds, discloses the compensation
to be paid to the Manager and its affiliates and prohibits Unit holder compensation. Arsticle VI sets for the
revenue sharing ratio as between the Manager and Member/Investors. Article VII of the Agreement
provides for the election of the Manager. describes the Manager’s powers and authority, establishes LLC
policy with regard to the Manager’s time commitment to LLC affairs, allows the Manager to engage in other
business activities not related to the LLC. sets a standard for possible agreements between the Manager and
Members or others, designates the Manager as the LLC’s Tax Matters Partner, places limits on the ability of
the Manager to withdraw. provides for the indemnification of the Manager and others under specified
circumstances. sets forth the rights and obligations of the Unit holders, specifies required reports to be made
to Members and others, provides for the circumstances under which meetings may be called and held and
describes the fiduciary nature of the relationship between the Manager and the LLC’s Members.

Atrticle VIII describes restrictions on the transfer of interests in the LLC. permits the assignment of
the Manager’s interest. provides for the rights and substitution of an assignee. discusses the impact of the
death, disability or bankruptcy of a Unit holder, sets forth the standard for the removal of the Manager and
sets forth the circumstances under which the business of the LLC may be continued in the event of the death
or incapacity of the Manager. Article IX describes the manner in which this Agreement may be amended.
Article X of the Agreement provides for the dissolution. winding up and liquidation of the LLC and its
assets. Article X1 provides for the delivery of notices, contains a severability provision, provides for the
application of California law. provides for arbitration in the event of a dispute, limits the meaning and
influence of section headings within the Agreement, makes the Agreement binding on successors. provides
for written consents and agreements. contains an attorney fee provision, provides for the waiver of certain




claims, limits the use of injunction as a remedy in disputes, provides for the opportunity to cure any alleged
breaches and allows for the Agreement to be executed in counterparts.

Article XII sets forth the representations of the Unit holder and also contains an indemnification
provision. Appendix “A” to the LLC Operating Agreement sets forth the format pursuant to which the
Member/Manager Voting Interests will be listed and Appendix “B” creates a format for setting forth the
respectwe Member and Manager percentage interests when the LL.C’s Offering is closed.




OFFERING INFORMATION

Securities Being Offered

Description of Units—Units offered by means of this Offering Circular are interests in a California
limited liability company. Such Units are being offered pursuant to the SEC’s Regulation A and compatible
state registration regulations. No Unit will be assignable or transferable (except for certain gifts or upon
death) without the consent of the Manager (see Article 8.1 of the LLC Operating Agreement at Exhibit
“AM). '

Management and Voting Rights—The rights of a Member and Manager are summarized below, but
more fully described in Article I of the LLC Operating Agreement appearing at Exhibit “A” to the Offering
Circular, and such rights are controlled by said Agreement. the LLC's Articles of Organization and the
California limited liability statute.

Percentage Interest—For voting purposes. the percentage of a Member or Manager’s interest will be
set forth opposite the name of the Member or Manager (upon completion of the Offering) under the column
"Member/Manager’s Percentage Interest” in Appendix “A™ to this Offering Circular (page A-25 at the end of
the LLC Operating Agreement). In addition. with respect to allocations of Net Profits and Net Losses, the
percentage of a Member or Manager's interest will also be set forth opposite the name of the Member or
Manager in the designated column of Appendix “B™ (page A-26 at the end of the LLC Operating Agreement),
as such percentage interests may be adjusted from time to time pursuant to the terms of the LLC’s Operating
Agreement. Percentage Interests will be determined, unless otherwise provided in the Operating Agreement, in
accordance with the relative proportions of the Capital Accounts of Members and Manager, effective as of the
first day of the LLC's fiscal year but with all distributions under Article VI to be deemed to have occurred on
such day immediately prior to determination of Percentage Interest of a Member or Manager (see “LLC
Operating Agreement™ at Exhibit “A™).

Election of Manager—-The election of the Manager to fill the initial position shall be by declaration of
the Original LLC Manager. Subsequent vacancies will be by the affirmative vote of a majority in interest of
the Members. Item 2.11 of the accompanying Subscription Application and Agreement provides that by
completing such application and by signing it. the Prospective Purchaser is specifically confirming the
selection of Silverstar Productions, Inc. to fill the initial Manager position of the LLC pursuant to the LLC's
Operating Agreement.

Meetings—(a) Meetings of Members may be held at any place, either within or without the state of
California. selected by the person or persons calling the meeting or as may be stated in or fixed in accordance
with the Articles of Organization or the Operating Agreement. If no other place is stated or so fixed, all
meetings will be held at the principal executive office of the LLC. (b) A meeting of the Members may be
called by any Manager or by any Member or Members representing ten percent (10%) or more of the interests




of Members for the purpose of addressing any matters on which the Members may vote. (c) the Manager shall
provide all Members within ten (10) days after receipt of said request written notice of a meeting to be held on
a date not less than fifteen (15) days nor more than sixty (60) days after distribution of such notice. The
scheduling of such meetings shall not interfere with the duties of the Manager or its owner in the production of
the Film (see Article 7.14 of the LLC’s Operating Agreement at Exhibit “A™).

Rights of Assignee—An assignee, legal representative or successor in interest of a Unit Holder will be
subject to all of the restrictions on a Unit Holder provided in the LLC Operating Agreement. An assignee of a
Unit Holder's interest. or a portion thereof. who does not become a substituted Member in accordance with the
provisions set forth in the LLC’s Operating Agreement will have no right to an accounting of LLC
transactions. to inspect the LLC'S books. or to vote on any of the matters on which a Member would be
entitled to vote. Upon the giving of notice of the assignment to the other Members and the Manager, such an
assignee will be entitled to receive only the share of LLC profits or other compensation by way of income, or
the return of the assignor’s contribution. to which the assignor would have been entitled (see Article 8.3 of the
LLC’s Operating Agreement at Exhibit “A™).

Removal of a Manager—-The Manager may be removed, but only for good and sufficient cause, by a
majority vote of the Members without concurrence of the Manager at a meeting called expressly for that
purpose. Any removal will be without prejudice to the rights, if any, of the Manager under any contract of
employment, and if the original Manager is removed, all rights relating to the Screenplay (as contributed by the
Manager to the LLC) will revert to the Manager. Upon the effectiveness of such removal, the Members may
by the consent of a majority of the Unit Holders and the remaining Manager, if any, elect a successor Manager
to continue the business of the LLC. or continue the business of the LLC with the remaining Manager acting in
that capacity (see Article 8.8 of the LLC’s Operating Agreement at Exhibit “A”).

Events of Dissolution—The LLC will be dissolved at the time specified at Article 2.5 of the LLC’s
Operating Agreement or upon the earlier occurrence of any of the following: (a) at the time specified in the
Articles of Organization: (b) upon the happening of events specified in the Articles of Organization; (c) by the
vote of a majority in interest of the Members. (d) upon the occurrence of a Dissociation Event, unless the
business of the LLC is continued by a vote of a majority in interest of the remaining Members within 90 days
of the happening of the event, or (e) by decree of judicial dissolution pursuant to the California limited liability
company statute (see Article 10.1 of the LLC Operating Agreement at Exhibit “A™).

Liability—No Unit Holder will be personally liable for any of the debts, contracts or other obligations
of the LLC or any of the losses thereof. except to the extent of such Unit Holder's Capital Contribution, plus
such Unit Holder's share of undistributed LLC income if any. When a Unit Holder has rightfully recovered the
return in whole or in part of such Unit Holder's Capital Contribution, such Unit Holder will nevertheless be
liable to the LLC for a period of one year thereafter for any sum, not in excess of such retum with interest,
necessary to discharge such Unit Holder’s liability to all creditors who extended credit or whose claim arose
during the period the contribution was held by the LLC. No Unit Holder will be required to contribute any
amounts to the LLC except as provided for in the LLC’s Operating Agreement (see Article 7.11 of the LLC’s
Operating Agreement at Exhibit “A™).

Comparison of LLC and Corporation—The LLC is structured to take advantage of the limited
liability characteristics of a corporation, the flow-through tax aspects of a partnership and a flexible
management and operational structure. An LLC is best described as a hybrid legal entity. Under state statutes,
it provides limited liability for its owners, has the ability to hold property in its own name. has the capacity to




sue and be sued and is created for a limited and stated term of years. The “flow-through™ tax characteristic
means it is not taxed at the entity level by the IRS (i.e.. its net revenues flow through the LLC entity for federal
tax purposes and to the investors). Distributions paid or allocated to LLC investors are subject to the federal
income tax. The state in which the LLC is created may impose a tax on LLC revenues. An LLC has more
flexibility in structuring the revenue sharing arrangement (i.e., distribution of LLC profits) as between the
owners and management. LLC members (owners) of a passive-investor LLC do not participate in management
and their voting rights are limited to specific issues set forth in the LLC’s operating agreement. Interests in an
LLC may not be transferred without the consent of the members and manager. though an individual member
may assign his or her right to income.

On the other hand. a regular “C™ corporation may exist in perpetuity and is subject to income tax on
its corporate-level net eamnings. It also offers limited liability to its shareholder investors, meaning that a
limitation is placed on the amount an investor of a corporation can lose resulting from a lawsuit against the
corporation or other loss suffered by the corporation. The investor’s liability is limited to the amount the
investor or shareholder invests in the corporation, unless that amount is determined by a court to have been
fraudulently insufficient. Corporate dividends are paid at the discretion of the corporation’s board of directors
in direct proportion to the shareholders’ ownership interests. The shareholders of a corporation are generally
limited to voting to elect members of the board of directors. In the absence of any provision or agreement to
the contrary. corporate shares issued as part of a public/registered offering are freely transferable. thus it is
possible that a liquid market may develop for such shares.

Terms of the Offering

Terms of Purchase—The purchase price for each LLC Unit (“Unit") consists of a $2,500 cash
payment. The Minimum purchase per investor is ten (10) Units ($25,000), except that in the discretion of
the Manager qualified investors may be allowed to purchase less than the Minimum Purchase. The
Minimum Offering Proceeds is $1.500.000. The Maximum Offering Proceeds (“Maximum”) is $5.000,000.
In the event that the Minimum is not reached. the Offering Proceeds will be promptly returned to Investors
with interest following the Offering’s termination. In the event that the Minimum is not reached the
Offering Proceeds will be promptly returned to Investors with interest following the Offering’s termination.

Subscription Requirements—Each person desiring to become a Unit Holder must complete,
execute, acknowledge and deliver to the Manager the executed copies of the Subscription Materials
accompanying this Offering Circular. By executing the Subscription Agreement, the subscriber or
Prospective Purchaser is agreeing that. if the Subscription Agreement is accepted by the Manager, such
subscriber will become a Unit Holder and will be otherwise bound by the terms of the Subscription
Agreement and associated Operating Agreement.

California Residents—California residents desiring to purchase LLC Units will be required to meet
special California investor suitability standards. Such investors’ must have a gross annual income of
$65.000 and a liquid net worth of $250.000, or $500,000 of liquid net worth (net worth exclusive of home,
home furnishings and automobiles in both instances), or a $1.000.000 net worth, or $200.000 annual
income.

The Manager reserves the right. in its sole discretion, to reject any Prospective Purchaser’s
subscription in whole or in part and to allocate to any Unit Purchaser less than the number of Units applied
for by such Purchaser (with a refund of any unused portion of the Unit Holder's investment). Subscriptions




will be rejected for failure to conform to the requirements described in this Offering Circular,
over-subscriptions to the Offering. or such other reasons as the Manager determines to be in the best
interests of the project. A subscription may not be revoked. canceled or terminated by the Prospective
Purchaser.

Holding of Subscription Funds—-Funds received from accepted Prospective Purchasers for Units
will be placed in a segregated. interest-bearing escrow account at U.S. Bank in Los Angeles (see Escrow
Agreement at Exhibit “G™). It is contemplated that the Offering will Close not later than May 14, 2003.
investor funds will be made available to the LLC after the Minimum of $1,500.000 is raised and a
development account has been opened in the name of the newly created entity. If the Minimum of
$1.500.000 is not achieved by May 14, 2003. none of the Units will be sold, and all funds received as
subscriptions will be promptly returned to the Subscribers in full with interest following the Offering
termination. No Investor funds will be released (from the escrow account set up to hold such funds during
the Offering). for use by the Manager on behalf of the LLC unless the Minimum Offering Proceeds have
been secured.

Once the Minimum has been achieved. the Members will be admitted as Members not later than the
last day of the calendar month following the date their subscription was accepted by the LLC. Subsequent
subscriptions will be accepted or rejected by the LLC within thirty (30) days of their receipt; if rejected. all
subscription monies will be retumed to the subscriber within ten (10) business days.

Plan of Distribution of Units

The Offering—The securities (LLC Units) are being offered through the Orange County, California
SEC/NASD broker/dealer firm Rockbridge Securities, Inc. (underwriter) and other selected broker/dealer
firms. Such firms will be offered commissions on Unit sales up to ten percent (10%) of the Unit purchase
price. The full purchase price for each Unit is payable in cash at the time of subscription. A subscription is
not subject to termination by the Subscriber. To date, the only such SEC/NASD broker/dealer firm to be
selected to make such sales is Rockbridge Securities, Inc. (see “BROKER/DEALER SALES
AGREEMENT™ at Exhibit “I").

The Manager, its Affiliates, NASD broker/dealers and registered representatives are prohibited
from directly or indirectly paying or awarding any fees. commissions or any other compensation to any
person engaged by a potential investor for investment advice as an inducement to such advisor to advise in
favor of the purchase of the Units.

Persons who assist in the sale of the Units may be deemed “Underwriters™ as that term is defined in
the Securities Act, and compensation received by them may be deemed to be “Underwriter’s
Compensation™. No provision for indemnity has been provided to such persons by the Manager on behalf of
the LLC for any liabilities arising under said Act as a result of this Offering.

The Offering will continue until the earlier of: (i) the date on which the Maximum of 2000 Units
have been sold and the Subscribers are accepted by the Manager: or (i1) the final termination date of the
Offering. (i.e.. May 14, 2003). In the event that subscriptions, do not reach the 600 Unit Minimum by May
14, 2003 the Offering will close, and all subscriptions will be promptly returned to Subscribers in full, with
interest (see "OPERATING AGREEMENT").




Subject to availability. there is no limit on the maximum number of Units that may be purchased by
any Investor. However, the minimum purchase per Investor is ten (10) Units ($25,000) except that in the
discretion of the Manager qualified investors may be allowed to purchase less than the Minimum Purchase.

The Units are offered subject to the right of the Manager to reject. in whole or in part, any
subscription. Purchasers of Units at Closing will be admitted as Members not later than 15 days after the
release from the segregated bank escrow account of the gross proceeds of the Offering to the LLC. Offers to
purchase Units will be accepted or rejected by the Manager within 30 days after their receipt and, if
rejected. associated funds will be immediately returned. If the Manager rejects a subscription, the funds
tendered with that subscription will be returned to the subscriber within 10 days after the rejection, along
with notification of rejection and interest earned on such funds, if any.

Estimated Use of Proceeds

The Proceeds of this Offering will be used to pay the expenses associated with the organization and
management of the LLC and the conduct of the Offering and to finance the production of the Picture as well
as possibly a portion of the films' marketing and promotion. The table below sets forth the current
estimated use of the Offering Proceeds upon the sale of the Minimum of 600 Units at $2,500 per Unit
($1.500.000) or the Maximum of 2000 Units at $2,500 per Unit ($5.000,000). A portion of the savings
reflected in the Minimum column may be achieved through the use of Deferments (i.e., the delay of
payment of some or a portion of the budgeted salaries or other compensation to providers of goods or
services in the production of the Film. Such Deferments are not paid out of the Film’s budget (i.e., the
Offering Proceeds). but instead are paid out of the Film’s revenue stream. if any. (i.e., the LLC’s
Distributable Cash), and in this instance, after Investor Recoupment. Parties agreeing to such Deferments
assume the risk that they will not be paid. The amount of such Deferments do not vary with the amount of
Offering Proceeds.

Minimum' Maximum'
LLC Operating Expense $ 5,000 $ 15000
Offering Expenses (not more than 15%)’
Organizational * $ 67.500 $ 225.000
Syndication * $ 157.500 $ 525.000
TOTAL OFFERING EXPENSES (ceiling) $ 225.000 $ 750,000
Rights/Acquisitions $ 100.000 $ 100.000
Development Costs $ 150.000 $ 500.000
Packaging and Talent $ 75,000 $ 250,000
Producers Unit * $ 75.000 $ 250.000
Director $ 75,000 $ 250,000
TOTAL ABOVE-THE-LINE $ 475.000 $1.350.000
Production Staff $  67.000 $ 221.000
Production Costs $ 63.000 $ 189,000
Set Construction $ 65.000 $ 155,000
Set Dressing § 52764 $ 88.292




Camera $ 75.688 $ 207,064
Electric $ 67.677 $ 103,031
Grip $ 34934 $ 94802
"Production Sound $ 22,784 $ 68352
Makeup/Hair $ 11,920 $ 35,760
Wardrobe $ 49673 $ 89019
Locations/Food $ 76,400 $ 478,200
Transportation $_20.000 $ 360,000
TOTAL PRODUCTION PERIOD $ 606,840 $2.089.520
-Editorial $ 35,900 $ 107.700
Post Production Film & Lab $ 36.645 $ 54935
Post Production Sound $ 36.800 $ 95400
Music $ 55,000 $ 110,000
Titles/Stock Footage $ 12500 $ 82500
TOTAL POST PRODUCTION $ 176.845 $ 450535

Total Above-the-Line $ 475,000 $1.350,000
Total Below-the-Line $ 606,840 $2.089,520
Total Above & Below-the-Line $1,081.840 $3.439,520
Past Production § 176,845 $ 450,535
Contingency $ 11315 $ 344945
FILM BUDGET TOTAL $1.270.,000 $4,235.000
GROSS OFFERING PROCEEDS - $1.500.000' $5.000,000

Notes to Estimated Use of Proceeds:' If only the Minimum is raised ($1,500,000) the Manager
intends to utilize the amounts shown in the categories listed above to pay the Offering expenses and
expenses associated with acquiring rights to the Script. expenses associated with the production of the Film
described herein (with Deferments), complete post-production and offer the Film to distributors. If the
Maximum is raised ($5.000.000) the Manager intends to utilize the amounts shown in the categories listed
above to pay Offering expenses and the expenses associated with the production of the Film described
herein (without Deferments), complete post-production and offer the Film to distributors. If an amount
between the Minimum and Maximum is raised. the Manager intends to exercise its discretion in
determining how much to expend on the production of the Picture in each of the above listed production
cost categories. and determine in what categories Deferments will be required. Such Deferments, if any, will
be paid after Investor Recoupment.

* Offering expenses for the Offering, including broker/dealer commissions and management fee,
will not exceed 15% of the Gross Proceeds of the Offering, thus at least 85% of the monies raised by virtue
of the Offering will contribute directly to the quality of the motion picture which ultimately appears on the
screen and its marketing.

* Please see the definition of Organizational Expenses in the Glossary of the Operating Agreement
at Exhibit "A" (see "Manager and Affiliate Compensation” at "OFFERING INFORMATION".




* Please see the definition of Syndication Expenses in the Glossary section of the Operating

Agreement at Exhibit "A". The Manager plans to sell Units through selected SEC/NASD broker/dealer
firms (see "Plan of Distribution of Units").

% The individual owner of the Manager will be paid an Executive Producer’s fee of $75,000. The
Manager itself will be paid an LLC Management Fee of 1.5% of the Offering Proceeds as a one-time
management fee.

¢ After the Closing of the segregated interest-bearing escrow account set up by the Manager to hold
Subscriber funds and until such funds are needed as described in this section, cash on hand may be
temporarily invested in short-term. interest-bearing financial instruments guaranteed or insured by the
United States Government or its agencies. Interest earned on the Investor funds held until Closing will be
paid to the Investors.

The Estimated Use of Proceeds of the Offering is intended to reflect the Manager’s best estimates
of all costs of organizing the LLC., selling the limited liability company interests and producing the Picture
up to and including the delivery of the required elements to the Distributor for the LLC's Film. These
estimates are made at the time of the preparation of this Offering Circular and are necessarily tentative ones.
Other than as stated herein. the Manager makes no representations with respect to the final cost of any items
(including those specified above) relating to the production of the Picture. The Manager reserves the right
to modify the budget of the LLC's Picture to adapt to changing contingencies, so long as in the judgment of
the Manager such budget changes improve the LLC's ability to produce a better Picture.

Compensation of Manager and Afhiliates

The following table summarizes the form and estimated amounts of compensation, fees and
Percentage Participations to be paid to the Manager and its Affiliates. Such items have not been determined
by arm's-length negotiations (see "OPERATING AGREEMENT?"). Other than as set forth herein, in the
Operating Agreement and in the Estimated Use of Proceeds section of the Offering Circular, no other
compensation or remuneration in any form is to be paid to the Manager or its Affiliates.

Organization Fee The Manager has waived any right to receive an LLC Organization Fee for
services rendered in connection with the organization of the LLC.

Reimbursement The Manager has, and will during the course of this Offering, advance

of Expenses necessary funds for LLC organizational and offering expenses and the
Manager will be reimbursed for such expenses out of the Gross Offering
Proceeds. Such reimbursement (exclusive of broker/dealer commissions
shall not exceed a ceiling equal to 3.5% of the Offering Proceeds.

Management Fee In addition. the Managér will be paid an LLC Management fee equal to
but. not more than. 1.5% of the Offering Proceeds.




Interest in The Manager will not have any interest in Distributable Cash until the

Distributable Cash Members achieve Recoupment (100% of their Original Invested Capital)
and then the Manager will have a fifty percent (50%) interest in
Distributable Cash for the balance of the life of the LLC.

Interest In The Manager will have no interest in LLC Losses and tax deductions for
Tax Items federal income tax purposes until after the Member's capital accounts have
been reduced to zero.

Film Budget The individual owner Manager of the LLC (Sunny Kohli) will serve as the
Items Film’s Executive Producer and will be paid an Executive Producer’s fee
out of the Film’s budget of $75.000.

No other compensation in any form shall be paid to the Manager, or any of its Affiliates. except as
set out above. At the conclusion of the LLC. however. all property rights and ancillary rights in the Picture
shall revert to and be distributed to the Manager.

Allocations and Percentage Participations‘

LLC Gross Revenues—The total amount of revenue received by the LLC from all sources for LLC
activities. including, but not limited to. distributor advances and all distribution, exhibition and exploitation
of the Picture, along with all forms of contingent compensation paid to the LLC as a result of the
exploitation of the Picture in all markets and media, but not including any monies due to be paid to any co-
financing entity.

Distributable Cash—All funds received by the LLC from LLC activities ("LLC Gross Revenues")
minus (a) all operating expenses of the LLC. including. if any, all remaining unreimbursed offering
expenses and expenses incurred by the LLC in connection with the distribution and exploitation of the
Picture and the ancillary rights thereto: (b) such reserves as the Manager deems necessary in accord with
good business practice to cover future LLC expenses: (c) all costs of production of the Picture which have
not been supplied by the LLC, by a completion guarantor or by any pre-sales or other similar agreements
(such as. for example production funds obtained through loans); (d) any deferrals or third-party percentage
participations granted by the Manager for products or services provided in connection with the financing,
production or distribution of the Picture: or (e) any distributions necessary to fund income tax liabilities of
Members.

Member/Investor Recoupment—Percentage participation payments will be-made to Members out
of the Picture's revenue stream, as defined above. One Hundred percent (100%) of the LLC's Distributable
Cash will be paid to the Members until such Members achieve Recoupment (i.e., specially defined as 100%
of their Original Invested Capital).

Final Percentage Participation Ratio—Subsequent to Investor Recoupment, and for the balance of
the life of the LLC. the Manager and the Member/Investor group will share Distributable Cash, if any, on a
50/50 basis. The Manager plans to make quarterly distributions to Members of Distributable Cash beginning
at the end of the first full calendar quarterly period following the release of the Film by the motion picture
distributor. However, if in the judgment of the Manager there is an insufficient amount of Distributable
Cash at the end of any given quarterly period to justify the preparation of investor checks in small amounts,




such funds will be held over until sufficient amounts are available. Distributions of Distributable Cash may
vary in amount depending on the amount of distributions the LLC receives from film distributors and the
amounts to be deducted from such LLC Gross Revenues as per the definitions of such terms (see
"OPERATING AGREEMENT--Glossary" and "RISK FACTORS").

Allocations Of Net Losses—The LLC will allocate net loss for each fiscal year one hundred percent
(100%) among the Members until the Members’ capital accounts have been reduced to zero. Thereafter all
losses will be allocated to the Manager. On dissolution of the LLC, all items of income and loss will be
allocated first to the Members' capital accounts as set forth below and other credits and deductions to the
Members' capital accounts will be made before final distributions are made. The LLC will make the final
distributions to the Members and Manager in an amount equal to its positive capital account balances,
thereby adjusting each Members' and Manager's capital account to zero.

By signing the Subscription Agreement, each Member consents to the methods described above and
set forth in the Operating Agreement by which allocations of net income, net loss, tax credits and other
items are made as an express condition to becoming a Member. In general, that portion of all items of
income. gain, loss. deduction or credit allocable to the Members as a group for any year shall be allocated
among them in the same proportion as the number of Units owned by each bears to the total number of
Units issued and outstanding and owned by Members during the applicable year, unless otherwise required
by law. Net income and net loss of the LLC will be allocated at the close of each fiscal year.
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MOTION PICTURE INDUSTRY OVERVIEW

This motion picture industry overview provides background information regarding the motion
picture industry generally. for persons who may not be familiar with such matters. The information set forth
in this overview has been prepared by the issuer of the securities, but may or may not apply to the specific
project described in this Offering Circular.

General—The theatrical motion picture industry in the United States has changed substantially over
the last three decades and continues to evolve rapidly. Historically, the "major studios” financed, produced
and distributed the vast majority of American-made motion pictures seen by most U.S. moviegoers. During
the most recent decade. many of the motion pictures released have been produced by so-called independent
producers even though some of the production financing for such pictures and distribution funds have been
provided by the major studio/distributors. Other independent films are distributed by so-called independent
distributors (i.e.. those not affiliated with the major studios).

The following general description is a simplified overview of the complex process of producing and
distributing motion pictures and is intended to be an aid to investors in understanding the motion picture
business. This overview does not describe what will necessarily occur in the case of any particular motion
picture.

Production of Motion Pictures—During the film-making process, which may take approximately
12 to 24 months from the start of the development phase to theatrical release, a film progresses through
several stages. The four general stages of motion picture production are development, pre-production.
principal photography and post-production. A brief summary of each of the four general movie production
stages follows: ‘

Development—In the development stage, underlying literary material for a motion picture project is
acquired. either outright, through an option to acquire such rights or by engaging a writer to create original
literary material. If the literary material is not in script form, a writer must be engaged to create a script.
The script must be sufficiently detailed to provide the production company and others participating in the
financing of a motion picture with enough information to estimate the cost of producing the motion picture.
Projects in development often do not become completed motion pictures.

Pre-Production—During the pre-production stage. the production company usually selects a
director. actors and actresses. prepares a budget and secures the necessary financing. In cases involving
unique or desired talent. commitments must be made to keep performers available for the picture. Some
pre-production activities may occur during development.

Principal Photography—Principal photography is the process of filming a motion picture and is
the most costly stage of the production of a motion picture. Principal photography may take twelve weeks or
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more to complete for some projects. Bad weather at locations, the illness of a cast or crew member, disputes
with local authorities or labor unions, a director's or producer's decision to re-shoot scenes for artistic
reasons and other often unpredictable events can seriously delay the scheduled completion of principal
photography and substantially increase its costs. Once a motion picture reaches the principal photography
stage. it usually will be completed.

Post-Production—During the post-production stage, the editing of the raw footage and the scoring
and mixing of dialogue. music and sound effects tracks take place, and master printing elements are
prepared. ~

Distribution of Motion Pictures—Motion picture revenue is derived from the worldwide licensing
of a motion picture in some or all of the following media: (a) theatrical exhibition; (b) non-theatrical
exhibition (viewing in airplanes, hotels, military bases and other facilities); (c) pay television systems for
delivery to television receivers by means of cable, over-the-air and satellite delivery systems; (d)
commercial television networks: (e) local commercial television stations and (f) reproduction on video
cassettes (and video discs) for home video use. Revenue is also derived from licensing "ancillary rights" to
a motion picture for the creation of books. published music, soundtrack albums and merchandise. A picture
is not always sold in all of these markets or media.

The timing of revenues received from the various sources varies from film to film (see release
sequence chart below). Typically. theatrical receipts from United States distribution are received
approximately 90% in the first twelve months after a film is first exhibited and 10% in the second twelve
months. Theatrical receipts from the rest of the world are typically received 40% in the first year following
initial theatrical release. 50% in the second year and 10% in the third year. Home video royalties are
typically received 80% in the first year following theatrical release and 20% in later years. Pay and cable
license fees are typically received 65% in the third year, 25% in the fourth year and 10% in the fifth year
following theatrical release. The majority of syndicated domestic television receipts are typically received
in the fourth, fifth and sixth years after theatrical release if there are no network television licenses and the
sixth, seventh and eighth vyears if there are network licenses. The markets for film products have been
undergoing rapid changes due to technological and other innovations. As a consequence, the sources of
revenues available have been changing rapidly and the relative importance of the various markets as well as
the timing of such revenues has also changed and can be expected to continue to change.

The release sequence chart below does not consider the potential revenue from a movie sound track
album. merchandising possibilities or its value as part of a film library.

Feature Film Release Sequence—Movie release sequences are a function of the marketplace and
to some extent the prerogative of individual distributors, thus release sequences change from time to time, as
new delivery technology is introduced and may vary with specific films. As a result of the different time
periods during which movies are exhibited and/or viewed in various markets and media, the revenue stream
generated by a given movie may typically continue for seven (7) years or more.

In the sample release sequence provided on the following page, all but home video, network
television, the presentation of classic pictures on pay television and television syndication are completed by
the end of year two. thus the great percentage of the revenue generated by movies comes during and
immediately after the earlier windows. assuming payments are made promptly. Also. the percentages of
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revenue generated by each market vary from year to year (e.g., foreign as been growing in recent years
relative to domestic theatrical).

Years of Movie Release

] 2 3 4 5 6 7

Domestic Theatrical  [|Jj{li

Pay Per View [IIHA

Foreign Theatrical (AR

Home Video AR

Pay Television - B e o

Foreign Television A

Network TV e

TV Syndication A
Legend: Windows with open-ended time periods {|}jjjlililii

Windows with exclusive runs A+

Sources: LINK Resources. Off-Hollywood & Entertainment Industry Economics. 2nd Edition.

The following is a brief summary of each of the sources of revenue of motion pictures and the
distribution/licensing process associated with such sources:

United States Theatrical Distribution—-In recent years, United States theatrical exhibition has
generated a declining percentage of the total income earned by most pictures, largely because of the
increasing importance of cable and pay television, home video and other ancillary markets. Nevertheless,
the total revenues generated in the United States theatrical market are still substantial and are still likely to
account for a large percentage of revenues for a particular film. In addition, performance in the United
States theatrical market generally also has a profound effect on the value of the picture in other media and
markets.

Motion pictures may be distributed to theatrical markets through branch offices. Theatrical
distribution requires the commitment of substantial funds in addition to a motion picture’s negative cost.
The distributor must arrange financing and personnel to: (a) create the motion picture's advertising
campaign and distribution plan: (b) disseminate advertising, publicity and promotional material by means of
magazines. newspapers. trailers ("coming attractions™) and television: (c) duplicate and distribute prints of
the motion picture: (d) "book" the motion picture in theatres: and (e) collect from exhibitors the distributor's




share of the box office receipts from the motion picture. A distributor must carefully monitor the theatres to
which it licenses its picture to ensure that the exhibitor keeps only the amounts to which it is entitled by
contract and promptly pays all amounts due to the distributor. Distributors will sometimes reach negotiated
settlements with exhibitors as to the amounts to be paid and such settlements may relate to amounts due for
several pictures.

For a picture's initial theatrical release. a United States theatre exhibitor will usually pay to a
distributor a percentage of box office receipts which is negotiated based on the expected appeal of the
motion picture and the stature of the distributor. The negotiated percentage of box office receipts remitted
to the distributor is generally known as "film rentals" and is typically characterized in distribution
agreements as a portion of the distributor's "gross receipts”. Such gross receipts customarily diminish
during the course of a picture's theatrical run. Typically, the distributor's share of total box office receipts
over the entire initial theatrical release period will average between 25 to 60 percent depending on the
distributor: the exhibitor will retain the remaining 75 to 40 percent (Source: The Feature Film Distribution
Deal. by John W. Cones, Southern lllinois University Press, 1997). The exhibitor will also retain all receipts
from the sale of food and drinks at the theatre (concessions). Occasionally, an exhibitor will pay to the
distributor a flat fee or percentage of box office receipts against a guaranteed amount. Pay television and
new home entertainment equipment (such as video games, computers and video cassette players) offer a
more general competitive alternative to motion picture theatrical exhibition of feature fiims.

Major film distributors are often granted the right to license exhibition of a film in perpetuity, and
normally have the responsibility for advertising and supplying prints and other materials to the exhibitors.
Under some arrangements. the distributor retains a distribution fee from the gross receipts. which averages
approximately 33% of the film's gross receipts (again, see The Feature Film Distribution Deal) and recoups
the costs incurred in distributing the film. The principal costs incurred are the cost of duplicating the
negative into prints for actual exhibition and advertising of the motion picture. The distribution deal usually
provides that the parties providing the financing are then entitled to recover the cost of producing the film.
However. bank financed productions will typically require that the bank be paid back its principal, interest
and fees out of first monies to the distributor.

Expenses incurred in distributing a motion picture are substantial and vary depending on many
factors. These factors include the initial response by the public to the motion picture, the nature of its
advertising campaign. the pattern of its release (e.g.. the number of theatres booked and the length of time
that a motion picture is in release). The amount film distributors spend on prints and advertising is
generally left to the discretion of the distributor. In some instances, however, the producer may negotiate
minimum expenditures or ceilings on such items.

Foreign Theatrical Distribution—While the value of the foreign theatrical market varies due to
currency exchange rate fluctuations and the political conditions in the world or specific territories, it
continues to provide a significant source of revenue for theatrical distribution. Due to the fact that this
market is comprised of a multiplicity of countries and. in some cases, requires the making of foreign
language versions, the distribution pattern stretches over a longer period of time than does exploitation of a
film in the United States theatrical market. Major studio/distributors usually distribute motion pictures in
foreign countries through local entities. These local entities generally will be either wholly-owned by the
distributor, a joint venture between the distributor and another motion picture company or an independent
agent or sub-distributor. Such local entities may also distribute motion pictures of other producers,
including other major studios. Film rental agreements with foreign exhibitors take a number of different




forms. but they typically provide for payment to a distributor of a fixed percentage of box office receipts or
a flat amount. Risks associated with foreign distribution include fluctuations in currency values and
government restrictions or quotas on the percentage of receipts which may be paid to the distributor, the
remittance of funds to the United States and the importation of motion pictures into a foreign country.

Home Video Rights—Since its inception, the home video market in the United States has
experienced substantial growth in the last decade. although leveling off and even decreasing somewhat in
the most recent years. Certain foreign territories. particularly Europe, have seen an increased utilization of
home video units due to the relative lack of diversified television programming, although those
circumstances have been changing also. Consequently. sales of video cassettes have increased in such
markets in recent years. Although growth in this area may be reduced because of an increase in television
programming in such foreign territories. receipts from home video or DVD in these markets can be
expected to continue to be significant.

Films are generally released on home video six to nine months after initial domestic theatrical
release of the picture. but before the exhibition of the picture on cable/pay or network television.

United States Television Distribution--Television rights in the United States are generally
licensed first to pay television for an exhibition period following home video release, thereafter to network
television for an exhibition period, then to pay television again, and finally syndicated to independent
stations. Therefore. the owner of a film may receive payments resulting from television licenses over a
period of six years or more.

Cable and Pay Television—Pay television rights include rights granted to cable. direct broadcast
satellite. microwave. pay per view and other services paid for by subscribers. Cable and pay television
networks usually license pictures for initial exhibition commencing six to twelve months after initial
domestic theatrical release, as well as for subsequent showings. Pay television services such as Home Box
Office. Inc. ("HBO") and Showtime/The Movie Channel. Inc. ("Showtime") have entered into output
contracts with one or more major production companies on an exclusive or non-exclusive basis to assure
themselves a continuous supply of motion picture programming. Some pay television services have required
exclusivity as a precondition to such contracts.

The pay television market is characterized by a large number of sellers and few buyers. However,
the number of motion pictures utilized by these buyers is significantly large and a great majority of motion
pictures which receive theatrical exhibition in the United States are, in fact, shown on pay television.

Network Television—In the United States, broadcast network rights are granted to ABC, CBS,
NBC or other entities formed to distribute programming to a large group of stations. The commercial
television networks in the United States license motion pictures for a limited number of exhibitions during a
period that usually commences two to three years after a motion picture's initial theatrical release. During
recent years, only a small percentage of motion pictures have been licensed to network television, and the
fees paid for such motion pictures have declined. This decline is generally attributed to the growth of the
pay television and home video markets. and the ability of commercial television networks to produce and
acquire made-for-television motion pictures at a lower cost than license fees previously paid for theatrical
motion pictures.
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Television Syndication—Distributors also license the right to broadcast a motion picture on local,
commercial television stations in the United States, usually for a period commencing five years after initial
theatrical release of the motion picture, but earlier if the producer has not entered into a commercial
television network license. This activity, known as "syndication.” has become an important source of
revenues as the number of. and competition for, programming among local television stations has increased.

Foreign Television Syndication—Motion pictures are now being licensed in the foreign television
market in a manner similar to that in the United States. The number of foreign television stations as well as
the modes of transmission (i.e.. pay. cable, network. satellite, etc.), have been expanding rapidly. and the
value of such markets has been likewise increasing and should continue to expand.

Producers may license motion pictures to foreign television stations during the same period they
license such motion pictures to television stations in the United States; however, governmental restrictions
and the timing of the initial foreign theatrical release of the motion pictures in the territory may delay the
exhibition of such motion pictures in such territory.

Nobn-Theatrical Distribution-In addition to the markets and media discussed above, the owner of
a film may also be able to license the.rights for non-theatrical uses to specialized distributors who, in turn,
make the film available to airlines. hotels. schools, off-shore oil rigs. public libraries, prisons, community
groups. the armed forces and ships at sea.

The Internet and Broadband Access—Recent technological advances such as digital satellite
transmission, cable modems and DSL, all geared to high speed broadband internet access, provide another
potential revenue source for feature films. In the near future, there may be several "Net-casters” with the
ability to release and distribute a theatrical quality. full-length motion picture over the internet, on a global
basis, essentially by-passing traditional distributors, with their high costs and fee structure.

Relicensing—The coilective retained rights in a group of previously produced motion pictures is
often a key asset. as such pictures may be relicensed in the pay and commercial television, home video and
non-theatrical markets. and occasionally may be re-released for theatrical exhtbition.

Although no one can be certain of the value of these rights. certain older films retain considerable
popularity. and may be relicensed for theatrical or television exhibition. New technologies brought about by
the continuing improvements in electronics may also give rise to new forms of exhibition which will
develop value in the future.

Other Ancillary Markets—A distributor may earn revenues from other ancillary sources, unless
the necessary exploitation rights in the underlying literary property have been retained by writers, talent,
composers or other third parties. The right to use the images of characters in a motion picture may be
licensed for merchandising items such as toys, T-shirts and posters. Motion picture rights may also be
licensed for novelizations of the screenplay. comic book versions of the screenplay and books about the
making of the motion picture. The soundtrack of a motion picture may be separately licensed for
soundtrack records and may generate revenue in the form of mechanical performance royalties, public
performance royalties and sheet music publication royalties.
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CAUTION: NOTHING STATED IN THE DISCUSSION THAT FOLLOWS IS OR
SHOULD BE CONSTRUED AS TAX ADVICE TO A PROSPECTIVE
PURCHASER, INDIVIDUALLY. THE FOLLOWING DISCUSSION
REPRESENTS THE BROAD VIEWS AND INTERPRETATIONS OF THE
MANAGER'S TAX COUNSEL ON COMPLEX TAX MATTERS WITH WHICH
THE IRS MAY NOT AGREE. PROSPECTIVE PURCHASERS SHOULD SEEK
INDIVIDUAL TAX ADVICE FOR SUCH INDIVIDUAL'S UNIQUE TAX
SITUATION APART FROM THE TAX CONSEQUENCES OF AN INVESTMENT
IN THE LLC INTERESTS.

Introduction—-The following discussion summarizes and sets forth the opinion of the Manager's tax
counsel ("Tax Counsel") on the material federal income tax consequences associated with the acquisition,
ownership and disposition of units of the LLC (“Units™), including an overall evaluation of investing in the
LLC. The discussion is not intended. however, as a comprehensive analysis of every federal income tax
consideration that may be relevant to purchasers of Units of the LLC (“Unit Holders™) and the federal
income tax consequences to each Unit Holder may vary. Further, the discussion does not address the state,
local or foreign tax laws that could affect the LLC or the Unit Holders. Accordingly, each prospective Unit
Holder should consult with his or her own tax advisor before acquiring any such Units.

The discussion contained herein is based on the Internal Revenue Code of 1988, as amended (the
"Code"). existing and proposed Treasury Regulations promulgated thereunder, judicial decisions and
current administrative rulings and practice. Many of the federal income tax consequences discussed below
are based on statutory provisions for which no interpretive regulations have been issued or that involve
factual determinations with respect to which Tax Counsel can render no opinion. Accordingly. there is no
assurance that the Internal Revenue Service (the "IRS") will agree with all of the conclusions reached
herein.

Summary of Tax Counsel's Opinions Regarding Tax Matters

Subject to the more extensive discussion below and assuming that there is no material change in the
legal bases for such opinions or in the factual representations upon which these opinions are based, Tax
Counsel furnishes the following opinions relating to the federal income tax consequences of an investment
in the LLC:

1. The LLC should not be a publicly traded partnership within the meaning of Section 7704(b) of
the Code:

2. Provided that the LLC is not a publicly traded partnership. the LLC will be treated as a
partnership and not as an association taxable as a corporation;

3. If the LLC actually produces the Film, a Unit Holder’s distributive share of LLC taxable income
(other than portfolio income) will constitute passive income that could be offset by a Unit Holder’s passive
activity losses from other sources:

4. Subject to the possibility that the requirements of Section 706(d) of the Code are not satisfied by
the LLC's convention as to the time at which it will recognize transferees as owners of Units, the recognized
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Unit Holders (including Unit Holders holding Units through nominees) will be treated as Members of the
LLC from the date they become recognized holders of Units, even though not admitted as Members:

5. Provided that the advertising expenses paid by the LLC, if any. constitute reasonable
compensation for services rendered or expenses incurred during the taxable year, Unit Holder’s pro rata
share of such expenses will be deductible by the Unit Holders subject to limitations such as the "passive
loss" rules. basis and "at-risk” limitations for federal income tax purposes. as well as the Uniform
Capitalization rules:

6. The LLC will be entitled to treat deductions claimed in connection with the Film as expenses
incurred in the LLC's overall trade or business of producing and exploiting motion pictures subject to
capitalization pursuant to Section 263 A of the Code:

7. Otherwise deductible items. if any. incurred in connection with the Film (other than depreciation
items) will be treated as ordinary and necessary business expenses under Code Section 162(a), again,
subject to the capitalization requirements of Section 263 A of the Code:

8. To the extent that Unit Holders' distributive share of the LLC's interest deductions, if any, will be
subject to the limitation on deductibility imposed by the "passive loss" rules, such interest deductions will
not be subject to the "investment interest” rules of Section 163(d) of the Code:

9. The LLC should be entitled to recover some or all of its investment in the Film through
depreciation deductions using the income forecast method:

10. Subject to the possibility that the allocations do not comply with the requirements of Section
706(d) of the Code. the allocation of profits and losses and other income tax items in accordance with the
Operating Agreement will have substantial economic effect or will be in accordance with the Unit Holders'
interests in the LLC: and

11. The material federal income tax issues described above, in the aggregate, are more likely than
not to be realized by a Unit Holder if litigated on the merits.

This opinion will represent the best judgment of Tax Counsel under existing statutes, judicial
decisions, administrative regulations and IRS interpretations and practice. However, the opinion of Tax
Counsel has no binding effect on the IRS or the courts, and the IRS may challenge positions taken by the
LLC that are based on this opinion. Final disallowance of the LLC's position with respect to these or other
issues could reduce the anticipated federal income tax benefits of an investment in the LLC and result in an
increase in a Unit Holder's tax liability. In addition, no assurance can be given that future legislative,
judicial, administrative, or regulatory changes. some of which may be applied retroactively, will not have a
significant adverse effect on the opinion of Tax Counsel or the discussion that follows.

Classification as a Partnership for Federal Income Tax Purposes --The federal income tax
consequences anticipated as a result of investment in the LLC will be applicable to the LLC and the
Members only if the LLC is classified as a partnership and not as an association taxable as a corporation for
federal income tax purposes. This question of whether an entity will be treated by the IRS for tax purposes -
as a partnership or as an association taxable as a corporation is now answered by new IRS regulations. The
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IRS has promulgated the so-called "Check-the-Box" regulations that provide that if an eligible entity is
domestic and has two or more members. the entity is a partnership by default, unless it elects to be treated as
a corporation. Since, the LLC will not choose to be treated for tax purposes as a corporation, it may be
presumed that the LLC will be treated as a partnership. No assurances can be given, however, that the IRS
will not challenge the LLC's classification as a partnership for federal income tax purposes. However,
based on the facts as represented. Tax Counsel has concluded and hereby provides his observation (in a non-
binding manner) that even under the principles of pre-existing case law that interpreted the IRS' former
classification regulations. the LLC would have been classified as a partnership rather than as an association
taxable as a corporation (even without the default position of the IRS Check-the-Box regulations, and in any
case. a Unit Holder, more likely than not, would prevail on the merits if such issue were litigated).

Tax Counsel bases his observation on this issue on the assumptions that the LLC will be organized
as a limited partnership under the laws of the state of California; that the LLC will be organized and
operated in accordance with its Operating Agreement and state law. There can be no assurance that the
Manager will operate the LLC in accordance with these representations or that the rules concerning
partnership classification will not be altered.

Publicly Traded Partnerships

The Omnibus Budget Reconciliation Act of 1987 (the "1987 Act") contains provisions that will
produce adverse tax consequences for publicly traded partnerships. Under the 1987 Act, publicly traded
partnerships that were not in existence on December 17, 1987 will be taxed as corporations (see Code
§7704). The LLC was not in existence on December 17, 1987 but the term "publicly traded partnership" is
defined for purposes of these new provisions as any partnership whose interests are traded on an established
securities market or are readily tradeable on a secondary market or the substantial equivalent thereof. Tax
Counsel is of the opinion that the LLC will not be a publicly traded partnership under this definition
because: (1) the Units will not be traded on an established securities market; (2) because the
restrictions placed on transfers of Units will be exercised to prevent public trading; and (3) the
representation of the Manager that its discretion should prevent the Units from being considered as
readily tradable on a secondary market or the substantial equivalent thereof. Tax Counsel further
opines that a Unit Holder, more likely than not, will prevail on the merits if such issue is litigated. In
reaching this conclusion. the Tax Counsel has relied on the Conference Report accompanying the 1987 Act
and Note 87-75. However, it is impossible to determine the manner in which Code §7704 will be
interpreted by the IRS and the courts and no assurance can be given that under such interpretations the LLC
will not be a publicly traded partnership.

It would appear that the adoption of the provisions affecting publicly traded partnerships address
some of the same issues as the earlier legislative proposals directed at "large” partnerships. Since the
Offering Circular does not limit the number of Members to 35, the LLC would very likely be characterized
as a "large partnership” under the prior legislative proposals. It is not anticipated, however, that Congress
will adopt a proposal directed at "large partnerships” in the immediate future, since the "publicly traded
partnership” provisions of the '87 Act address much the same concerns. However, Tax Counsel has
rendered no opinion on the possibility that future legislation may be enacted that will affect non-
publicly traded "large partnerships’ such as the LLC.
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Consequences of Classification

In the event that the LLC. for any reason, is treated for federal income tax purposes in any year as
an association taxable as a corporation. (1) the LLC would be required to pay taxes on its taxable income
including capital gains rather than there being no tax on income or capital gains at the partnership level, (ii)
any available income tax credits would be taken by the LLC and would not be available as credits on the
Unit Holders’ personal income tax returns. (iii) losses of the LLC would not be reportable by the Unit
Holders on their personal income tax returns, and (iv) any distributions to the Unit Holders would be taxable
to them at ordinary income rates to the extent of eamings and profits and would not be deductible by the
LLC in computing its taxable income. If. after a period of being treated as a partnership for federal income
tax purposes. the LLC is then deemed to be an association taxable as a corporation for such purposes, such
change in status would also result in taxable income to a Unit Holder measured by the excess, if any, of such
Unit Holder's share of the liabilities of the LLC over the adjusted basis of such Unit Holder's LLC interest.
The amount of such excess. if any, cannot now be estimated.

On the other hand. if the LLC is treated as a partnership for federal income tax purposes, the LLC
will not be subject to federal income tax as a separate entity. Each Unit Holder will be required to report, on
his or her own federal income tax return for each taxable year, his or her distributive share of LLC taxable
income or loss attributable to the LLC's taxable year ending with or within such taxable yéar. Each Unit
Holder will be subject to tax on his or her distributive share of LLC taxable income regardless of whether an
actual distribution of cash or other property is made by the LLC to such Unit Holder. [Rev. Ru. 77-137,
1977-1 C.B. 178: Evans v. Commissioner. 447 F.2nd 547 (7th Cir., 1971)), affg. 54 T.C. 40 (1970), acq.,
1978-2 C.B.2: LTR 8229034 (April 20. 1982) (original owners and assignees of publicly-traded depository
receipts representing limited partnership interests treated as partners for federal income tax purposes)].
Consequently, a Unit Holder may recognize taxable income in one or more taxable years in excess of cash
distributions made by the LL.C. Generally, a Unit Holder will not be subject to tax on distributions of cash,
except to the extent that the amount of any cash distribution exceeds the adjusted basis of the Unit Holder's
interest in the LLC. as increased by his or her share of taxable income.

It is Tax Counsel's opinion that the LLC will be characterized as a partnership and not as an
association taxable as a corporation and that the Unit Holders will therefore be treated as limited
partaers of the LLC for federal income tax purposes. Tax Counsel further opines that a Unit Holder,
more likely than not, would prevail on the merits if such issue were litigated.

The LLC will provide annually to each of the Unit Holders a report of its operations and a Schedule
K-1 indicating the distributive share of its taxable income or loss allocable to each Unit Holder for the
taxable year. The LLC intends to maintain its books of account and will be required to report its operating
results for federal income tax purposes in accordance with the accrual method of accounting. The Manager
may make such elections for federal and state income tax purposes as it deems appropriate. The LLC will
file a federal partnership information income tax return (Form 1065) and related statements with the IRS for
each calendar year.

Limitations on Deductibility of Losses by Unit Holders

A. In General-The deduction of LLC losses by a Unit Holder is subject to a tripartite limitation.
Initially. under Section 704(d) the Unit Holder's deduction for his or her distributive share of LLC loss is
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limited to and may not exceed his or her basis for his or her LLC interest (see discussion below). Further,
even though the loss may be allowable to a Unit Holder to the extent of that Unit Holder's basis, it is also
subject to the "at risk” rules of Section 465 (see discussion below). Then, after the "at risk" rules are met,
the loss is also subject to the passive loss rules of Section 469 (see discussion below). Each of the three
limitations provides for a carryover of any disallowed loss. Thus, the limitations may be viewed as timing
concepts more than true disallowance provisions. The limitations are applied in the following order: First
the basis limitation of Section 704(d). then the "at risk" limitation, and third the passive loss limitation of
Section 469.

Additionally, because the LLC will be producing a motion picture, which is tangible personal
property. Section 263 A requires that the costs of production be capitalized (see discussion below).

B. Basis of LLC Units—-The basis of LLC interests is relevant in determining a Unit Holder's gain
or loss on the sale or other disposition of an interest in the LLC, and may limit the ability of a Unit Holder to
deduct losses attributable to the operations of the LLC. A Unit Holder will be entitled to deduct his or her
distributive share of any LLC tax losses (if any) only to the extent of the adjusted basis in his or her LLC
interest at the close of the LLC taxable year in which the loss occurs. The basis of a Unit Holder’s interest
in the LLC initially will equal his or her cash contribution or adjusted basis of other property contributed to
the LLC in exchange for such interest. Such basis will be increased by the Unit Holder’s share of certain
LLC nonrecourse liabilities [determined in accordance with applicable Treasury Regulations (see discussion
below) and his or her share of LLC profits] and by his or her share of the LLC's taxable income. A Unit
Holder’s basis for his or her LLC interest will be reduced by; (i) any decrease in such Unit Holder's share of
LLC nonrecourse liabilities; (ii) the amount of cash distributions received by the Unit Holder; and (iii) such
Unit Holder's share of LLC tax losses. if any.

C. "At Risk" Limitations—The "at risk" rules contained in Code Section 465 generally provide
that a limited partner cannot claim his or her distributive share of the losses incurred by a partnership to the
extent such losses exceed his or her amount "at risk” in the partnership activity, as determined at the close of
the taxable year of the partnership.. Only deductions in excess of income received from the activity in the
taxabie year are "losses” for these purposes, and thus a limited partner generaily is entitled to claim his or
her share of partnership deductions to the extent of his or her share of partnership income for a taxable year,
even if the limited partner has no amount "at risk." The "at risk" rules of Code Section 465 are applicable
only to individuals (including individual partners in a partnership). estates, trusts, shareholders of an "S"
corporation, and certain closely-held "C" corporations in which five (5) or fewer individuals own more than
fifty-percent (50%) of the stock. ‘

A partner generally will be treated as "at risk" under Code Section 465 to the extent of; (i) the
unborrowed cash and the adjusted basis of other property he or she contributes to the partnership activity:
and (i1) the partner's share of amounts borrowed for use in the partnership activity if the partner is personally
liable therefor or has pledged his or her property (other than property used in the partnership activity) as
security for the borrowed amount. A partner will not be considered "at risk” with respect to amounts
borrowed from a person who has an interest in the activity or from a person related to a person (other than
the taxpayer) with an interest in the activity. For this purpose, a person whose interest in the activity is
solely that of a creditor generally will not be considered to have an interest in the activity. Further, a partner
will not be considered "at risk" with respect to any amounts as to which he or she is protected against loss
through nonrecourse financing. guarantees. stop loss or reimbursement agreements. insurance, or other
similar arrangements.




A Unit Holder should be able to include in his or her amount "at risk” his or her cash contribution to
the LLC made from unborrowed funds or from proceeds of a borrowing that he or she is personally liable to
repay. provided such borrowing is from a person who: (i) does not have an interest other than as creditor in
the LLC: and (ii) is not related, within the meaning of Code Section 168(eX4)D), to a person with a non-
creditor interest in the LLC (other than the Unit Holder). Although the IRS could assert that any pre-sale
license agreements relating to any given Film should be treated as guarantee or stop-loss arrangements, thus
causing a reduction in the Unit Holder’s "at risk" amounts, any such arrangements entered into on an arms'-
fength basis of the type commonly used in the motion picture industry should not constitute a guarantee or
stop-loss arrangement under Code Section 465, because the amounts recetved under such agreements would
be income from the activity of exploiting the Film. Each Unit Holder should have sufficient amounts "at
risk” in the LLC to deduct his or her distributive share of any tax loss that may be experienced by the LLC,
to the extent of his or her cash capital contribution or the adjusted basis of property contributed to the LLC.
There is a risk that the "at risk" limitations would operate to defer the deduction for advertising costs paid
with borrowed funds. if funds were borrowed to pay advertising costs. which is not presently anticipated,
but possible under the terms of the Operating Agreement.

LLC losses deducted by a Unit Holder will reduce his or her amount "at risk", and this reduced "at
risk” amount would then be carried forward to the succeeding taxable year. The "at risk" amount will also
be reduced by any cash distributions by the LLC to the Unit Holder. If deductions are suspended due to an
insufficient amount "at risk", the suspended amount will be available to the Unit Holder as a deduction in
subsequent taxable years subject to the "at risk” limitations. Suspended amounts will be deductible no later
than the taxable year in which a Unit Holder disposes of his or her interest in the LLC. If the amount "at
risk" of a Unit Holder is reduced below zero, the Unit Holder must include as income the amount of
previously allowed losses to the extent of the negative amount "at risk”. This recaptured amount would be
taxable to the Unit Holder as ordinary income in the subject taxable year.

D. Passive Loss Limitation—Possibly the most significant change made by the Tax Reform Act of
1986 was the passive loss limitation enacted by Congress in Internal Revenue Code Section 469. Congress
expressly sought to eliminate the so-called "abusive tax shelter.” Section 469 accomplished Congress' intent
by denying a taxpayer the use of deductions and credits generated by "passive" activities against income
from other activities until the taxpayer dlSpOSCS of the interest in the passive activities. The determination
of whether or not an activity is "passive” is defined by the statute based on whether or not a taxpayer
"materially participates” in the activity and the activity involves the conduct of a trade or business. The
material participation test divides taxpayers into "active” participants and "passive” participants. The
active/passive determination must be made separately for each taxpayer and for each activity in which a
taxpayer participates.

To "materially participate” in an activity, a taxpayer must be involved in its operations on a
sufficiently regular. continuous. and substantial basis. Definitions of the terms "regular”. "continuous", and
"substantial” are deferred to the regulations. which are lengthy. and far from clear. Nonetheless. it is clear
that generally limited partners or holders of limited partnership interests are conclusively presumed to be not
materially participating in the relevant activity. subject to certain exceptions [see Internal Revenue Code
Section 469(h)2)].

The passive activity loss rules apply to individuals, estates, and trusts. They also apply to personal
service corporations [provided that more than ten-percent (10%) of the stock by value is held by the




employee—-owner(s)] and closely-held C corporations that have five (5) or fewer individuals holding more
that fifty-percent (50%) of the stock.

After each activity in which a taxpayer is involved is classified as either a passive or an active
activity as to that taxpayer. income or loss is determined on an activity-by-activity basis. Deductions from
all passive activities that exceed income from all passive activities (excluding portfolio income) may not be
deducted from other income.

"Portfolio income" is a third classification of income, created by Congress (along with "active"
income and "passive” income). which includes items such as interest, dividends, royalties, and gains from
the sale of property held for investment. Portfolio income, expenses, gains, and losses are excluded from
the determination of net income or loss from a passive activity. For example, interest income earned by
LLC funds held in a bank account, or other interest bearing instrument pending use in LLC operations will
be considered portfolio income, and when it is allocated, pro rata. among the Unit Holders, it will not be
offsettable by "passive” deductions. even though the passive deductions are generated by the LLC.

The income and losses from "active" activities are netted. If a net loss results from an “active™
activity. the loss can be deducted against any other income. Similarly, the income and losses from "passive”
activities are also netted. If net income results. the passive activity limitations do not apply. However, if a
net passive loss results, the loss cannot be deducted against income from any other source. Instead, such
losses become suspended until a later tax year when the taxpayer has net passive income from other passive
activities, or until the taxpayer disposes of his or her entire interest in the passive investment that generated
the loss. A disposition that will trigger the usability of carried forward passive losses must be in the form of
a fully taxable transaction, and the person acquiring the interest cannot be related to the taxpayer. Upon
such a disposition. the suspended losses, which can be carried forward indefinitely, are applied first against
the income resulting from the disposition. if any, and thereafter. may be applied to offset any income. A
disposition of less than the entire interest in the passive activity will not be sufficient to trigger the
allowance of suspended losses. '

Internal Revenue Code Section 469(h)2) states that no interest in the limited partnership as a
limited partner shall be treated as an interest with respect to which a taxpayer materially participates except
to the extent Treasury Regulations provide otherwise. Thus, the Code indirectly classifies a limited partner’s
activity as "passive” since it defines the active/passive distinction by means of material participation;
however, it does permit exceptions to be created by regulation. The regulations appear to contain two such
exceptions. First. Treasury Regulation Section 1.469-1T(a)(1).(5), or (6) incorporates the material
participation standards of Treasury Regulation Section 1.469-5T(e}2). Therefore, a limited partner is
deemed to have materially participated if he has more than 500 hours of participation during the taxable
year or possesses material participation in two other respects that do not appear applicable to the LLC. The
second exception is stated in Treasury Regulation Section 1.469-5T(e)3)ii) for dual interest partners.
Where a person holds both a limited and a general partnership interest, they are considered a dual interest
partner. and the limited partnership interest will be recharacterized as a non-limited interest provided the
general partnership interest is held for the entire year.

Allocation of LLC Tax Items

The allocation among the Unit Holders of the LLC's income. gains. losses, deductions and credits
("Tax Items™) will be determined under the Operating Agreement except to the extent an allocation stated in
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the Operating Agreement both (i) lacks "substantial economic effect,” and (ii) is not in accordance with the
Unit Holders' interests in the LLC. as determined under all the facts and circumstances [see Code Section
704(b)].

Treasury Regulations define the term "substantial economic effect” and describe a partner's
"interest in the partnership” for purposes of Code Section 704(b) [see Treas. Reg. Section 1.704-
1(bX2)&(3)]. Under these Treasury Regulations. an allocation of partnership Tax Items to a partner
generally has "economic effect” only if (i) the allocation is reflected in the partner's capital account balance
and capital accounts are otherwise maintained in accordance with the tax accounting principles set forth in
the regulations: (ii) liquidation proceeds are, throughout the term of the partnership, distributable in
accordance with the partner's capital account balances: and (iii) any partner with a deficit capital account
balance following the distribution of liquidation proceeds must restore such deficit to the partnership [see
Treas. Reg. Section 1.704-1(bX2)(ii)]. However. as discussed below, an alternative test is available
concerning point (iii). The Treasury Regulations contain detailed rules relating to the maintenance of
- capital accounts for this purpose.

The economic effect of an allocation is deemed to be "substantial" if there is a reasonable
possibility that the allocation will affect substantially the dollar amounts to be received by the partners,
independent of tax consequences. The economic effect of an allocation generally will not be substantial if
(1) the overall tax liability of the partners for the taxable year is reduced by reason of the allocation and the
overall capital account adjustments for all partners in the taxable year would be substantially the same in the
absence of the allocation: or (ii) there is a strong likelihood that the initial economic effect of the allocation
will be offset by one or more allocations in subsequent years and the partners' tax liability is reduced thereby
[see Treas. Reg. Section 1.704-1(b}2XiiiXb)&(c)]l.

If the allocation of a partnership Tax Item does not have "substantial economic effect.” the proper
allocation of such item will be determined in accordance with the partner's "interest in the partnership” with
respect to such item. IRC Section 704(b). Under the Treasury Regulations, the partners’ "interests in the
partnership” with respect to a partnership Tax ltem is generally determined by examining the manner in
which the partners have agreed to "share the economic benefit or burden” attributable to such item. The
economic arrangement of the partners with respect to a partnership Tax Item is to be determined on the basis
of all the facts and circumstances. including (i) the partners' relative capital contributions to the partnership;
(i) the interests of the partners in economic profits and losses: (iii) the interests of the partners in operating
distributions: and (iv) the rights of the partners with respect to liquidating distributions [see Treas. Reg.
Section 1.704-1(b)3)]. ‘

The Operating Agreement provides for the maintenance of capital accounts in accordance with the
above mentioned regulations and for the distribution of liquidation proceeds in accordance with the Unit
Holder's respective capital account balances. Moreover, the Manager is required to restore a deficit in the
Manager's capital account balances upon a liquidation of the LLC. Additionally. the Operating Agreement
precludes any allocations to Unit Holders that will cause them to have negative capital accounts.

Section 706(d) of the Code requires that, upon transfers of a partnership interest, items of income,
gain, loss. deduction or credit be allocated among the transferor and the transferee in a manner that takes
into account their varying interest in the partnership during the taxable year. Section 706(cX2)XB) of the
Code provides that income or losses will be allocable for tax purposes to a partner only for the portion of the
year he/she is a partner in the partnership. If a limited partner transfers the right to receive proceeds of and
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distributions in the partnership. or the interest itself. then for tax purposes. the partnership will allocate its
annual items of income. loss. etc. on a monthly basis for the portion of the year in which the limited partner
is a member of the partnership, with respect to partnership operating income (or loss). However,
extraordinary items of partnership income or loss (including the sale or other disposition of capital assets
and Section 1231 property as defined under the Code) are allocated on the actual date of sale or other
disposition of such property by the partnership. The allocation formula set forth in the Operating
Agreement should qualify as a "reasonable” method under Treasury Regulation Section 1.706-1(c)2)(ii).

Section 706(d) of the Code controls the determination of distributive shares when partners’ interests
change. and provides special rules as to certain cash basis items (including interest, taxes, payments for
services or for the use of property. and other items specified in regulations prescribed by the Secretary of the
Treasury). The Operating Agreement provides for transfers to be effective on the last day of a calendar
month. There are also rules conceming items attributable to periods before or after the tax vear of a
partnership. Thus. in the event an interest were transferred, an allocation of income, gain, loss. deduction,
or credit would now be governed by Section 706(d) of the Code, including any regulations promulgated
thereunder.

The Operating's items of income, gain, loss. deduction and credit for a particular taxable year (with
certain exceptions) will be allocable to a Unit Holder on the basis of the number of months during such
taxable year that such Unit Holder is recognized under the Operating Agreement as being the owner of the
Units. Subject to the possibility that the requirements of Section 706(d) of the Code are not satisfied
by the LLC's convention as to the time at which it will recognize transferees as owners of Units, it is
the opinion of Tax Counsel that the recognized Unit Holders (including Unit Holders holding Units
through nominees) will be treated as Members of the LLC from the date they become recognized
holders of Units, even though not admitted as limited partners. It is also the opinion of Tax Counsel
that a Unit Holder, more likely than not, would prevail on the merits if such issue were litigated.

Tax Counsel is of the 